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PRIVATE  HEALTH  INSURANCE  REFORM 
LEGISLATION 


THURSDAY,  MARCH  12,  1992 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing,  and  copies  of  the 
bills,  H.R.  2121,  H.R.  1565,  and  H.R.  3626,  follow:] 
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FOR  IMMEDIATE  RELEASE 
MONDAY,  MARCH  2,  1992 


PRESS  RELEASE  /24 
SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,   D.C.  20515 
TELEPHONE:    (202)  225-7785 


THE  HONORABLE  PETE  STARK   (D. ,   CALIF.)  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH, 
COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING  ON  PRIVATE  HEALTH  INSURANCE  REFORM 
LEGISLATION,   INCLUDING  H.R.   2121,   H.-R.   1565,   AND  H.R.  3626 


The  Honorable  Pete  Stark  (D.,  Calif.),  Chalrmem, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House 
of  Representatives,  announced  today  that  the  Subcommittee  will 
hold  a  hearing  on  private  health  insxirance  reform  legislation, 
including  H.R.  2121,  introduced  by  Chairman  Stark;  H.R.  1565, 
introduced  by  Mrs.  Johnson,  Mr.  Chandler,  et  al;  and,  H.R.  3626, 
introduced  by  Chairman  Rostenkowski ,  Mr.  Matsui,  Mr.  Pease, 
Mr.  Ford  of  Tennessee,  et  al.     The  hearing  will  be  held  on 
Thursday,  March  12,  1992,  beginning  at  10:00  a.m.,  in  the  main 
Committee  hearing  room,  1100  Longworth  House  Office  Building. 

Oral  testimony  will  be  heard  from  invited  witnesses  only. 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Subcommittee  and  for  inclusion 
in  the  printed  record  of  the  hearing. 

BACygROUND 

Various  practices  of  the  insurance  industry  appear  to 
increase  the  problems  faced  by  employers  in  purchasing  health 
insurance. 

The  wide  use  of  experience  rating  to  set  premiums,  as 
opposed  to  community  rating,  may  increase  prices  to  some  small 
businesses.     Other  tinderwriting  practices  which  may  increase  the 
difficulties  of  small  business  in  purchasing  insurance  include 
exclusion  of  pre-existing  conditions,  large  rate  increases  for 
firms  with  older  workers  or  where  a  worker  or  dependent  has  the 
misfortxine  to  contract  a  serious  illness,  segregation  of  workers 
with  high  risks  from  group  rates,  coverage  denials,  and  refusals 
to  renew  insurance. 

Testimony  will  be  heard  on  three  proposals  before  the 
Committee  relating  to  reform  of  the  private  health  insurance 
system. 

H.R.  2121,  introduced  by  Chairman  Stark,  would  require  all 
insurance  companies  to  offer  community-rated  policies  on  a 
continuous  open-enrollment  basis.     Rate  variation  would  not  be 
allowed  within  a  Metropolitan  Statistical  Area.  Medical 
underwriting  would  not  be  allowed.     Pre-existing  condition 
exclusions  would  be  limited.     Insurers  would  be  required  to  offer 
a  minimum  benefit  plan.     Companies  which  did  not  meet  the 
standards  would  be  subject  to  an  excise  tax. 

H.R.  1565,  introduced  by  Mrs.  Johnson,  would  require  the 
National  Association  of  Insurance  Commissioners  (N.A.I.C.)  to 
develop  model  regulations  regarding  the  small  group  health 
insurance  market  (businesses  with  3  to  25  employees.)     If  the 
N.A.I.C.  did  not  act,  the  Secretary  of  the  Department  of  Health 
and  Human  Services  would  develop  the  standards.     States  would  be 
expected  to  adopt  the  standards  and,  if  within  18  months  a  State 
did  not  act,  the  Secretary  would  enforce  the  standards. 
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Insurers  marketing  to  small  employers  would  be  required  to 
offer  at  least  a  minimxim  benefit  plan  and  would  be  required  to 
guarantee  that  all  small  employers  could  purchase  the  minimum 
benefit  plan.     Such  plans  would  be  exempt  from  State  benefit 
mandates.     Underwriting  criteria  would  be  limited  as  well  as 
exclusions  for  pre-existing  conditions.     Insurers  which  were  not 
in  compliance  with  the  standards  would  be  subject  to  a  penalty. 

H.R.  3626,  introduced  by  Chairman  Rostenkowski ,  would 
prohibit  any  group  insurance  plan  from  discriminating  on  the 
basis  on  health  status  or  medical  history.     Exclusions  for  pre- 
existing conditions  would  be  limited  to  six  months.  In  addition, 
an  individual  with  a  pre-existing  condition  who  changed  jobs 
without  experiencing  a  lapse  in  coverage  of  more  than  three 
months  would  generally  be  protected  from  any  pre-existing 
condition  exclusion. 

Insurers  selling  coverage  to  small  groups  (2  to  50 
employees)  would  be  required  to  offer  adjusted,  community-rated 
policies-  on  a  continuous  open-enrollment  basis.     Insurers  could 
vary  premiums  for  the  age  and  sex  of  the  group  members,  except 
that  the  variation  could  not  exceed  67  percent.     Rate  variation 
would  not  be  allowed  within  a  Metropolitan  Statistical  Area. 
Medical  underwriting  would  not  be  allowed.     Small  group  insurers 
would  be  required  to  offer  a  minimum  benefit  plan.  Insurers 
which  did  not  meet  the  standards  would  be  subject  to  an  excise 
tax. 

Under  H.R.  3626,  small  employers  would  be  prohibited  from 
self-insuring  under  the  provisions  of  the  Employee  Retirement 
Income  Security  Act. 


DETAIL?  FOR  SUgMIgglpy  QF  WRITTgy  gQUMEyTgt 

Those  who  wish  to  file  a  written  statement  for  the  printed 
record  of  the  hearing  should  submit  six  (6)  copies  by  the  close 
of  business  on  Thursday,  March  26,  1992,  to  Robert  J.  Leonard, 
Chief  Counsel  and  Staff  Director,  Committee  on  Ways  and  Means, 
U.S.  House  of  Representatives,  1102  Longworth  House  Office 
Building,  Washington,  D.C.  20515.    An  additional  supply  of 
statements  may  be  furnished  for  distribution  to  the  press  and 
public  if  supplied  to  the  Subcommittee  office,  1114  Longworth 
House  Office  Building,  before  the  hearing  begins. 


FORMATTING  REQUIREMENTS; 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below. 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1 .  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  1 0  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  ihe  witness  will  appear  Oi.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  ma>  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 
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102D  CONGRESS      ¥¥     Wy     O  i  O  1 
1ST  Session  K.  Z  1  Z  1 

To  amend  the  Internal  Revenue  Code  of  1986  to  impose  an  excise  tax 
on  premiums  received  on  health  insurance  policies  which  do  not  meet 
certain  requirements. 


IN  THE  HOUSE  OF  REPRESENTATIVES 
April  29,  1991 

Mr.  Stark  introduced  the  following  bill;  which  was  referred  to  the  Committee 
on  Ways  and  Means 


A  BILL 

To  amend  the  Internal  Revenue  Code  of  1986  to  impose 
an  excise  tax  on  premiums  received  oil  health  insurance 
policies  which  do  not  meet  certain  requirements. 

1  Be  it  enacted  hy  the  Senate  and  H(yase  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  ''Health  Insurance  Re- 

5  form  Act  of  1991". 
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1  SEC.  2.  EXCISE  TAX  ON  PREMIUMS  RECEIVED  ON  HEALTH 

2  INSURANCE  POLICIES  WHICH  DO  NOT  MEET 

3  CERTAIN  REQUIREMENTS. 

4  (a)  In  General. — Chapter  47  of  the  Internal  Reve- 

5  nue  Code  of  1986  (relating  to  excise  taxes  on  qualified 

6  pension,  etc.  plans)  is  amended  by  adding  at  the  end 

7  thereof  the  following  new  subchapter: 

8  ^Subchapter  B — ^Health  Insurance  Standards 

"Sec.  5000A.  Failure  to  satisfy  standards  for  health  insurance. 
"Sec.  5000B.  General  issuance  requirements. 
"Sec.  5000C.  Specific  contractual  requirements. 
"Sec.  5000D.  Definitions. 

9  **SEC.  5000A.  FAILURE  TO  SATISFY  CERTAIN  STANDARDS 

10  FOR  HEALTH  INSURANCE. 

11  "(a)  General  Rule. — In  the  case  of  any  person  is- 

12  suing  applicable  accident  and  health  insurance  contracts, 

13  there  is  hereby  imposed  a  tax  on  the  failure  of  such  person 

14  to  meet  at  any  time  during  any  taxable  year — 

15  "(1)  the  general  issuance  requirements  of  sec- 

16  tion  5000B,  or 

17  "(2)  the  specific  contractual  requirements  of 

18  section  5000C. 

19  The  Secretary  of  Health  and  Human  Services  shall  deter- 

20  mine  whether  any  contract  meets  the  requirements  of  such 

21  sections. 

22  ''(b)  Amount  of  Tax.— 


•HR  2121  m 


6 


3 

1  "(1)  In  general. — The  amount  of  tax  imposed 

2  by  subsection  (a)  by  reason  of  1  or  more  failures 

3  during  a  taxable  year  shall  be  equal  to  100  percent 

4  of  the  gross  premiums  received  during  such  taxable 

5  year  with  respect  to  all  accident  and  health  insur- 

6  ance  contracts  issued  by  the  person  on  whom  such 

7  tax  is  imposed. 

8  "(2)  Giioss  PREMIUMS. — ^For  purposes  of  para- 

9  graph  (1),  gross  premiums  shall  include  any  consid- 

10  eration  received  with  respect  to  any  accident  and 

1 1  health  insurance  contract. 

12  "(c)  Limitation  on  Tax. — 

13  "(1)  Tax  not  to  apply  where  failure  not 

14  discovered    exercising    reasonable  dili- 

15  GENCE. — No  tax  shall  be  imposed  by  subsection  (a) 

16  with  respect  to  any  failure  for  which  it  is  estabhshed 

17  to  the  satisfaction  of  the  Secretary  that  the  person 

18  on  whom  the  tax  is  imposed  did  not  know,  or  exer- 

19  cising  reasonable  diligence  would  not  have  known, 

20  that  such  failure  existed. 

21  "(2)  Tax  not  to  apply  where  failures 

22  CORRECTED  WITHIN  30  DAYS. — No  tax  shall  be  im- 

23  posed  by  subsection  (a)  with  respect  to  any  failure 

24  if— 


•HR  2121  ffl 
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1  "(A)  such  failure  was  due  to  reasonable 

2  cause  and  not  to  willful  neglect,  and 

3  "(B)  such  failure  is  corrected  during  the 

4  30-day  period  beginning  on  the  1st  date  any  of 

5  the  persons  on  whom  the  tax  is  imposed  knew, 

6  or  exercising  reasonable  diligence  would  have 

7  known,  that  such  failure  existed. 

8  "(3)  Waiver  by  secretary. — ^In  the  case  of  a 

9  failure  which  is  due  to  reasonable  cause  and  not  to 

10  willful  neglect,  the  Secretary  may  waive  part  or  all 

11  of  the  tax  imposed  by  subsection  (a). 

12  "(d)  Liability  for  Tax. — The  person  issuing  the 

13  applicable  accident  and  health  contract  with  respect  to 

14  which  a  failure  occurs  shall  be  liable  for  the  tax  imposed 

15  by  subsection  (a). 

16  '^EC.  5000B.  GENERAL  ISSUANCE  REQUIREMENTS. 

17  "(a)  General  Rule. — The  requirements  of  this  sec- 

18  tion  are  met  if  a  person  meets — 

19  "(1)  the  mandatory  policy  requirements  of  sub- 

20  section  (b),  and 

21  "(2)  the  guaranteed  issue  requirements  of  sub- 

22  section  (c). 

23  "(b)  Mandatory  Policy  Requirements. — 

24  *'(1)  In  general. — The  requirements  of  this 

25  subsection  are  met  if  any  person  issuing  accident 
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1  and  health  contracts  to  any  employer  makes  avail- 

2  able  to  such  employer  an  accident  and  health  con- 

3  tract  which  provides  benefits  which  are  identical  to 

4  the  core  benefits  described  in  subsection  (d).  A  per- 

5  son  shall  not  be  treated  as  failing  to  meet  the  re- 

6  quirements  of  this  paragraph  if  the  deductible  and 

7  copayment  requirements  are  less  than  those  in  the 

8  core  benefits. 

9  "(2)   Other  requirements. — The  require- 

10  ments  of  paragraph  (1)  are  not  met  unless — 

11  "(A)  the  contract  provides  continuous  full- 

12  year  open  enrollment  (including  conversions), 

13  "(B)  the  premiums  for  coverage  under  the 

14  contract  are  determined  on  the  basis  of  the  av- 

15  erage  per  capita  cost  of  providing  coverage  to 

16  all  individuals  covered  under  applicable  accident 

17  and  health  insurance  contracts  issued  by  the 

18  person  issuing  such  contract,  and 

19  "(C)  individuals  leaving  the  group  covered 

20  by  the  contract  are  offered  the  option  to  convert 

21  to  individual  coverage  at  not  more  than  150 

22  percent  of  the  usually  applicable  community 

23  rate  for  the  State  in  which  the  contract  was  is- 

24  sued,  without  any  waiting  period,  without  re- 
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1  gard  to  health,  and  without  regard  to  the  size 

2  of  the  group. 

3  "(c)  Guaranteed  Issue. — 

4  "(1)  In  general. — The  requirements  of  this 

5  subsection  are  met  if  the  person  offering  applicable 

6  accident  and  health  insurance  contracts  issues  such 

7  contracts  to  any  employer  seeking  to  enter  into  such 

8  a  contract. 

9  "(2)  Exceptions  for  certain  employers. — 

10  Paragraph  (1)  shall  not  apply  to  a  failure  to  issue 

11  a  contract  to  an  eligible  employer  if  such  employer 

12  is  unable  to  pay  the  premium  for  such  contract. 

13  "(d)  Benefits. — For  purposes  of  this  section — 

14  "(1)  Core  benefits. — The  term  'core  benefits' 

15  means  benefits  which  are  the  same  benefits  as  are 

16  provided  under  title  XVIII  of  the  Social  Security  Act 

17  to  individuals  entitled  to  benefits  under  part  A,  and 

18  enrolled  under  part  B,  of  such  title. 

19  "(2)  Deductibles  and  copayments. — ^A  plan 

20  shall  not  be  treated  as  providing  the  core  benefits 

21  described  in  paragraph  (1)  unless  the  following  re- 

22  quirements  are  met: 

23  "(A)    $500    DEDUCTIBLE    PER  INDIVID- 

24  UAL. — The  plan  does  not  require  a  deductible 
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1  amount  for  any  plan  year  in  excess  of  $500  per 

2  individual  with  respect  to  such  benefits. 

3  "(B)    Limit   on   out-op-pocket  ex- 

4  PENSES. — The  plan  does  not  require  out-of- 

5  pocket  expenses  for  any  plan  year  in  excess  of 

6  $2,500  per  individual  for  such  benefits. 

7  "(C)  Children.— 

8  "(i)  No  deductibles  or  coinsur- 

9  ANCE. — In  the  case  of  children,  there  shall 

10  be     no     coinsurance,     deductibles,  or 

11  copayments  applicable  to  covered  benefits 

12  described  in  clause  (ii). 

13  "(ii)  Additional  preventive  bene- 

14  FITS. — Subject  to  the  periodicity  schedule 

15  established  with  respect  to  the  services 

16  under  this  clause,  for  children  benefits 

17  shall  be  available  under  the  plan  for  the 

18  following  items  and  services: 

19  "(I)  Newborn  and  well-baby  care, 

20  including  normal  newborn  care  and 

21  pediatrician  services  for  high-risk  de- 

22  liveries. 

23  "(II)  Well-child  care,  including 

24  routine  office  visits,  routine  immuni- 

25  zations  (including  the  vaccine  itself). 
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1  routine  laboratory  tests,  and  preven- 

2  tive  dental  care. 

3  The  Secretary  of  Health  and  Human 

4  Services,  in  consultation  with  the  American 

5  Academy  of  Pediatrics,  shall  establish  a 

6  schedule  of  periodicity  which  reflects  the 

7  general,  appropriate  frequency  with  which 

8  services  hsted  in  the  preceding  sentence 

9  should  be  provided  to  healthy  children. 

10  "(iii)  Child  defined. — For  purposes 

11  of  this  subparagraph,  the  term  'child' 

12  means  an  individual  who  has  not  attained 

13  age  23. 

14  "(D)  Pregnancy-related  services. — 

15  "(i)  In  general. — In  the  case  of  a 

16  pregnant  woman,  benefits  under  the  plan 

17  shall  include  entitlement  to  have  payment 

18  made  for  the  following,  without  the  appU- 

19  cation    of   deductibles,    coinsurance,  or 

20  copayments,    subject   to   the  periodicity 

21  schedule  established  with  respect  to  the 

22  services  under  clause  (ii): 

23  "(I)  Prenatal  care,  including  care 

24  for  all  complications  of  pregnancy. 
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1  "(II)  Inpatient  labor  and  delivery 

2  services. 

3  "(in)  Postnatal  care. 

4  "(IV)  Postnatal  family  planning 

5  services. 

6  "(ii)  Periodicity  schedule. — The 

7  Secretary  of  Health  and  Human  Services, 

8  in  consultation  with  the  American  College 

9  of  Obstetrics  and  Gynecology,  shall  estab- 

10  lish  a  schedule  of  periodicity  which  reflects 

11  the  generEil,  appropriate  frequency  v^th 

12  which  services  listed  in  clause  (i)  should  be 

13  provided  to  pregnant  women  without  com- 

14  plications  of  pregnancy. 

15  "(iii)  Pregnant  woman. — ^For  pur- 

16  poses  of  this  subparagraph,  the  term  *preg- 

17  nant  woman'  means  a  woman  who  has 

18  been  certified  by  a  physician  (in  a  manner 

19  specified  by  the  Secretary)  as  being  preg- 

20  nant,  until  the  last  day  of  the  month  in 

21  which  the  60-day  period  (beginning  on  the 

22  date  of  termination  of  the  pregnancy) 

23  ends. 

24  "(3)  Preemption. — No  provision  of  State  law 

25  shall  apply  that  requires  the  offering,  as  part  of  an 
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1  applicable  accident  and  health  insurance  contract 

2  that  only  provides  for  core  benefits,  of  any  services, 

3  category  of  care,  or  services  of  any  class  or  type  of 

4  provider  other  than  core  benefits. 

5  ''(4)  Treatment  op  managed  care. — Noth- 

6  ing  in  this  section  shall  be  construed  as  preventing 

7  an  applicable  accident  and  health  insurance  contract 

8  from — 

9  "(A)  providing  benefits  through  a  selected 

10  set  of  providers, 

11  "(B)   providing  financial   incentives  for 

12  beneficiaries  to  use  particular  providers,  or 

13  "(C)  providing  for  utilization  review  and 

14  controls  over  benefits. 

15  "SEC.  5000C.  SPECIFIC  CONTRACTUAL  REQUIREMENTS. 

16  "(a)  General  Rule. — The  requirements  of  this  sec- 

17  tion  are  met  if,  with  respect  to  any  applicable  accident 

18  and  health  insurance  contract,  the  coverage  requirements 

19  of  subsection  (b)  are  met. 

20  "(b)  Coverage  Requirements. — 

21  "(1)  In  general. — The  requirements  of  this 

22  subsection  are  met  with  respect  to  any  applicable  ac- 

23  cident  and  health  contract  if,  under  the  terms  and 

24  operation  of  the  contract,  the  following  requirements 

25  are  met: 
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1  "(A)  Guaranteed  eligibility. — No  eli- 

2  gible  employee  (and  the  spouse  or  any  depend- 

3  ent  child  of  the  employee  eUgible  for  coverage) 

4  may  be  excluded  from  coverage  imder  the  con- 

5  tract. 

6  "(B)  Limitations  on  coverage  of  pre- 

7  EXISTING  CONDITIONS. — 

8  "(i)  Any  limitation  under  the  contract 

9  on  any  preexisting  condition  may  not  ex- 

10  tend  beyond  the  6-month  period  beginning 

11  with  the  date  an  insured  is  first  covered  by 

12  the  contract. 

13  "(ii)  The  contract  offers  full  coverage 

14  for  preexisting  conditions  of  high-risk  indi- 

15  viduals  without  a  price  differential  within  a 

16  community,  with  reasonable  waiting  peri- 

17  ods  as  determined  or  approved  under  State 

18  law  or  regulation,  without  cancellation  of 

19  coverage  for  heavy  usage,  and  without  re- 

20  gard  to  age,  income,  or  employment  status 

21  of  individuals  under  age  65. 

22  "(C)  Guaranteed  renewability. — 

23  "(i)  In  general. — The  contract  must 

24  be  renewed  at  the  election  of  the  employer 

25  unless  the  contract  is  terminated  for  cause. 
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1  "(ii)  Cause. — ^For  purposes  of  this 

2  subparagraph,  the  term  'cause^ — 

3  "(I)  includes  nonpayment  of  pre- 

4  miums,  fraud  or  misrepresentation, 

5  noncompliance  with  plan  provisions 

6  (including  participation  requirements), 

7  or  misuse  of  network  provisions,  but 

8  "(II)  does  not  include  any  reason 

9  related  to  risk  characteristics. 

10  "(2)  Waiting  periods. — Paragraph  (1)(A) 

1 1  shall  not  apply  to  any  period  an  eligible  employee  is 

12  excluded  from  coverage  under  the  contract  solely  by 

13  reason  of  a  requirement  applicable  to  all  employees 

14  that  a  minimum  period  of  service  with  the  employer 

15  is  required  before  the  employee  is  eligible  for  such 

16  coverage. 

17  •'SEC.  6000D.  DEFINITIONS. 

18  "(a)  Applicable  Accident  and  Health  Insur- 

19  ANCE  Contract. — ^For  purposes  of  this  subchapter — 

20  "(1)  In  general. — The  term  'applicable  acci- 

21  dent  and  health  insurance  contract'  means  a  con- 

22  tract  imder  which  a  person  authorized  imder  appli- 

23  cable  State  insurance  law  provides  a  health  insur- 

24  ance  plan  or  arrangement  to  any  group  consisting  of 

25  more  than  3  individuals.  Such  term  does  not  include 
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1  any  self-insured  plan  of  an  employer  and  does  not 

2  include  a  qualified  health  maintenance  organization 

3  (as  defined  in  section  1310(d)  of  the  Public  Health 

4  Service  Act). 

5  "(2)  Certain  contracts  not  covered. — The 

6  term  ^applicable  accident  and  health  insurance  con- 

7  tract*  does  not  include  any  contract — 

8  **(A)  which  provides  for  accident  only,  den- 

9  tal  only,  or  disability  only  coverage, 

10  **(B)  which  provides  coverage  as  a  supple- 

1 1  ment  to  liability  insurance, 

12  *'(C)  which  provides  insurance  arising  out 

13  of  a  workmens*  compensation  or  similar  law,  or 

14  automobile  medical-payment  insurance,  or 

15  "(D)  which  provides  insurance  which  is  re- 

16  quired  by  law  to  be  contained  under  any  self- 

17  insured  plan  of  an  employer. 

18  "(b)  Eligible  Employee. — For  purposes  of  this 


19  subchapter,  the  term  'eligible  employee'  means  any  em- 

20  ployee  other  than  an  employee  who  works  less  than  30 

21  hours  per  week.  For  purposes  of  this  paragraph,  the  term 

22  'employee'  includes  a  self-employed  individual  as  defined 

23  in  section  401(c)(1)." 
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1  (b)  CJONFORMING  AMENDMENT. — So  much  of  chapter 

2  47  of  the  Internal  Revenue  Code  of  1986  as  precedes  sec- 

3  tion  5000  is  amended  to  read  as  follows: 

**CHAPTER  47— CERTAIN  GROUP  HEALTH  PLANS 

"SuBCHAFTEB  A.  Nonconforming  grorsp  health  plans. 
"Subchapter  B.  Health  insurance  standards. 

4  "Subchapter  A— Nonconforming  Group 

5  Health  Plans 

"Sec.  5000.  Certain  group  health  plans." 

6  (c)  Effective  Date. — 

7  (1)  In  general. — The  amendments  made  by 

8  this  section  shall  apply  to  contracts  issued,  or  re- 

9  newed,  after  the  date  of  the  enactment  of  this  Act. 

10  (2)  GUABANTEED  ISSUE. — The  provisions  of 

11  section  5000B(c)  of  the  Internal  Revenue  Code  of 

12  1986  shall  apply  to  contracts  which  are  issued,  or 

13  renewed,  after  the  date  which  is  18  months  after  the 

14  date  of  the  enactment  of  this  Act. 

15  SEC.  3.  HEALTH  REINSURANCE  TRUST  FUND. 

16  (a)  In  General. — Subchapter  A  of  chapter  98  of  the 

17  Internal  Revenue  Code  of  1986  (relating  to  trust  fund 

18  code)  is  amended  by  adding  at  the  end  thereof  the  foUow- 

19  ing  new  section: 

20  "SEC.  9511.  HEALTH  REINSURANCE  TRUST  FUND. 

21  "(a)  Establishment. — There  is  hereby  created  in 

22  the  Treasury  of  the  United  States  a  trust  fund  to  be 
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1  known  as  the  'Health  Reinsurance  Trust  Fund',  consisting 

2  of  such  amounts  as  may  be  appropriated  or  credited  to 

3  such  Trust  Fund  as  provided  in  this  section  or  section 

4  9602(b). 

5  "(b)  Transfers  to  Trust  Fund. — There  are  here- 

6  by  appropriated  to  the  Health  Reinsurance  Trust  Fund 

7  amounts  equivalent  to — 

8  "(1)  the  taxes  received  in  the  Treasury  under 

9  section  5000A  (relating  to  failure  to  satisfy  certain 

10  standards  for  health  insurance),  and 

11  ''(2)  the  taxes  received  in  the  Treasury  under 

12  section  5000F  (relating  to  health  insurance  stop-loss 

13  excise  tax). 

14  "(c)  Expenditures  From  Trust  Fund. — 

15  "(1)  In  general. — ^Amounts  in  the  Health  Re- 

16  insurance  Trust  Fund  shall  be  available — 

17  "(A)  to  provide  reimbursement  to  quahfied 

18  plans  for  payments  under  the  plan  for  core  ben- 

19  efits  for  any  individual  after  the  plan  has  ex- 

20  pended  $25,000  in  any  year  for  such  benefits 

21  for  the  individual,  and 

22  "(B)  for  the  payment  of  all  expenses  of  ad- 

23  ministration  incurred  by  the  Department  of 

24  Health  and  Human  Services  in  canying  out 

25  subparagraph  (A). 
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1  The  Secretary  of  Health  and  Human  Services  shall 

2  provide  a  procedure  for  qualified  plans  obtaining 

3  benefits  under  subparagraph  (A). 

4  "(2)  Qualified  plan  defined. — ^For  pur- 

5  poses  of  this  section — 

6  "(A)  In  general. — The  term  'qualified 

7  plan'  means  an  accident  and  health  insurance 

8  contract  that — 

9  "(i)  is  issued  by  a  person  in  compli- 

10  ance  with  section  5000B, 

11  *'(ii)  meets  the  specific  contractual  re- 

12  quirements  of  section  5000C,  and 

13  "(iii)  has  applied  to  the  Secretary  of 

14  Health  and  Human  Services,  in  a  form 

15  and  manner  specified  by  the  Secretary,  to 

16  obtain  benefits  under  this  subsection. 

17  "(B)  Inclusion  of  self-insured  plans 

18  AND  QUALIFIED  HMOS. — The  term  'qualified 

19  plan'  also  includes — 

20  "(i)  any  self-insured  plan  of  an  em- 

21  ployer,  and 

22  "(ii)  any  qualified  health  maintenance 

23  organization  (as  defined  in  section  1310(d) 

24  of  the  Public  Health  Service  Act), 
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1  if  the  plan  or  organization  provides  benefits 

2  which  include  at  least  the  core  benefits  (as  de- 

3  fined  in  section  5000B(d))  for  every  individual 

4  covered  under  the  plan.". 

5  (b)  Clerical  Amendment. — The  table  of  sections 


6  for  such  subchapter  is  amended  by  adding  at  the  end 

7  thereof  the  following  new  item: 

"Sec.  9511.  Health  Reinsurance  Trust  Fund." 

8  SEC.  4.  HEALTH  INSURANCE  STOP-LOSS  EXCISE  TAX. 

9  (a)  In  General. — Chapter  47  of  the  Internal  Reve- 

10  nue  Code  of  1986  (relating  to  certain  group  health  plans) 

11  is  amended  by  adding  at  the  end  thereof  the  following  new 

12  subchapter: 

13  **Subchapter  C — Health  Insurance  Stop-Loss 

14  Tax 

"Sec.  5000F.  Imposition  of  tax. 

15  "SEC.  5000F.  IMPOSmON  OF  TAX. 

16  "(a)  General  Rule. — There  is  hereby  imposed  on 

17  the  providing  of  coverage  by  any  qualified  plan  (as  defined 

18  in  section  9511(c)(2))  during  the  calendar  year  a  tax  equal 

19  to  the  prescribed  amount  with  respect  to  each  individual 

20  who  is  covered  by  such  plan  at  any  time  during  such  year. 

21  "(b)  Prescribed  amount. — For  purposes  of  subsec- 

22  tion  (a),  the  prescribed  amount  for  any  calendar  year  is 

23  the  amount  estimated  by  the  Secretary  to  be  minimum 

24  amount  necessary  to  generate  revenues  to  the  Treasury 
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1  under  this  section  which,  when  added  to  the  revenues  to 

2  the  Treasury  under  section  5000A,  will  be  equal  to  the 

3  estimated  expenditures  (as  determined  by  the  Secretary 

4  of  Health  and  Human  Services)  of  the  Health  Reinsurance 

5  Trust  Fund  during  the  following  calendar  year. 

6  "(c)  Liability  for  Tax. — The  qualified  plan  shall 

7  pay  the  tax  imposed  by  this  section." 

8  (b)  Clerical  Amendment. — The  table  of  subchap- 

9  ters  for  such  chapter  47  is  amended  by  adding  at  the  end 

10  thereof  the  following  new  item: 

"Subchapter  C.  Health  insurance  stop-loss  tax." 

11  (c)  Effective  Date. — The  amendments  made  by 

12  this  section  shall  apply  to  calendar  years  ending  after  the 

13  date  of  the  enactment  of  this  Act. 

O 
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102D  CONGRESS 
1st  Session 


H.R.1565 


To  increase  access  to  health  care  and  affordable  health  insurance,  to  contain 
costs  of  health  care  in  a  manner  that  improves  health  care,  and  for 
other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

March  21,  1991 

Mrs.  Johnson  of  Connecticut  (for  herself,  Mr.  Chandler,  Mr.  Goss,  Mr. 
Shays,  and  Mr.  Thomas  of  Wyoming)  introduced  the  following  bill; 
which  was  referred  jointly  to  the  Committees  on  Energy  and  Commerce, 
Ways  and  Means,  Education  and  Labor,  and  the  Judiciary 


A  BILL 

To  increase  access  to  health  care  and  affordable  health  insur- 
ance, to  contain  costs  of  health  care  in  a  manner  that 
improves  health  care,  and  for  other  purposes. 

1  Be  it  enacted  hy  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE;  TABLE  OF  CONTENTS. 

4  (a)  Short  Title. — This  Act  may  be  cited  as  the 

5  "Health  Equity  and  Access  Reform  Today  Act  of  1991". 

6  (b)  Table  of  Contents. — The  table  of  contents  of 

7  this  Act  is  as  follows: 

Section  1.  Short  title;  table  of  contents. 


23 


2 

TITLE  I— INCREASE  IN  ACCESS  TO  HEALTH  CARE  AND 
AFFORDABLE  HEALTH  INSURANCE 

Subtitle  A — ^Provision  of  Insurance  Through  Small  Employers 

Part  I — Small  Employer  Health  Insurance  Reforms 

Sec.  101.  Establishment  and  enforcement  of  standards  for  small  employer 

health  insurance  plans. 
Sec.  102.  Preemption  of  State  benefits  mandates  for  plans  that  meet  consumer 

protection  standards. 
Sec.  103.  Requirement  for  offering  of  basic,  low  cost  plan  (MedAccess  plan). 
Sec.  104.  Requirements  relating  to  initial  writing  of  policies. 
Sec.  105.  Requirements  relating  to  renewal. 

Sec.  106.  Establishment  of  reinsurance  mechanisms  for  high  risk  individuals. 
Sec.  107.  Registration  of  all  health  benefit  plans  required. 

Part  H — ^Requiring  Employers  to  Offer  Health  Insurance  to 
Employees 

Sec.  111.  Requiring  small  employers  to  offer  MedAccess  plans  to  employees. 
Sec.  112.  Requiring  other  employers  to  offer  health  insurance  plans  to  employ- 
ees. 

Sec.  113.  Enforcement. 

Part  III — Definitions 
Sec.  121.  General  definitions. 

Subtitle  B — ^Incentives  for  Managed  Care  Plans 
Sec.  131.  Tax  treatment  of  managed  care  plans. 

Sec.  132.  Equalization  of  tax  benefits  for  self-employed  persons  under  managed 

care  plans. 
Sec.  133.  Managed  care  rights. 

Subtitle  C — Study  and  Report 
Sec.  141.  Study  and  report  on  impact. 

TITLE  n— ENCOURAGING  EXPANSION  OF  SERVICES  TO  THE 
POOR  AND  WORKING  POOR 

Sec.  201.  Application  of  Federal  tort  claims  act  to  community  and  migrant 
health  centers. 

Sec.  202.  Grant  program  to  promote  primary  health  care  services  for  tmder- 
served  populations. 

TITLE  m— PRESERVING  AND  IMPROVING  QUALITY  OF  CARE 
Sec.  301.  Hospital  monitoring  systems. 
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1  TITLE  I— INCREASE  IN  ACCESS 

2  TO  HEALTH  CARE  AND  AF- 

3  FORDABLE  HEALTH  INSUR- 

4  ANCE 

5  Subtitle  A — Provision  of  Insurance 

6  Through  Small  Employers 

7  PART  I— SMALL  EMPLOYER  HEALTH  INSURANCE 

8  REFORMS 

9  SEC.  101.  ESTABLISHMENT  AND  ENFORCEMENT  OF  STAND- 

10  ARBS  FOR  SMALL  EMPLOYER  HEALTH  INSUR- 

11  ANCE  PLANS. 

12  (a)  Establishment  op  General  Standards. — 

13  (1)  Role  of  naic. — The  Secretary  of  Health 

14  and  Human  Services  shall  request  the  National  As- 

15  sociation  of  Insurance  Commissioners  to  develop, 

16  within  9  months  after  the  date  of  the  enactment  of 

17  this  Act,  model  regulations  that  specify  standards 

18  v^dth  respect  to  each  of  the  following: 

19  (A)    The    requirement,    under  section 

20  103(a),   that   small   employer   carriers  offer 

21  MedAccess  plans. 

22  (B)  The  basic  benefits  to  be  included  in 

23  MedAccess  plans  under  section  103(b). 

24  (C)  The  requirements  of  guaranteed  issue 

25  of  MedAccess  plans  under  section  103(c). 
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1  (D)  The  requirements  of  sections  104  and 

2  105(b). 

3  (E)  The  requirements  of  subsections  (a) 

4  and  (c)  of  section  105. 

5  If  the  Association  develops  such  regulations  specify- 

6  ing  such  standards  within  such  period,  the  Secretary 

7  shall  review  such  standards  to  determine  if  they 

8  meet  such  requirements.  Such  review  shall  be  com- 

9  pleted  within  30  days  after  the  date  the  regulations 

10  are  developed.  Unless  the  Secretary  determines  with- 

11  in  such  period  that  the  standards  do  not  meet  the 

12  requirements,  such  standards  shall  serve  as  the 

13  standards  under  this  section. 

14  (2)  Contingency. — If  the  Association  does  not 

15  develop  such  model  regulations  within  such  period  or 

16  the  Secretary  determines  that  such  regulations  do 

17  not  meet  the  requirements  described  in  paragraph 

18  (1),  the  Secretary  shall  specify,  within  15  months 

19  after  the  date  of  the  enactment  of  this  Act,  stand- 

20  ards  to  carry  out  the  requirements  referred  to  in 

21  subparagraphs  (A)  through  (E)  of  paragraph  (1). 

22  (3)  Effective  date. — The  standards  provided 

23  imder  this  subsection — 

24  (A)  shall  apply  to  small  employer  health 
(    25  benefit  plans  offered  in  a  State  on  or  after  the 
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1  date  the  standards  are  implemented  in  the 

2  State  under  subsection  (b)(1), 

3  (B)  with  respect  to  the  requirements  re- 

4  ferred  to  in  paragraph  (1)(D),  shall  apply  to 

5  small  employer  health  benefit  plans  renewed  on 

6  or  after  3  years  after  the  date  such  standards 

7  are  implemented  in  the  State  under  subsection 

8  (b)(1),  and 

9  (C)  with  respect  to  the  requirements  re- 

10  ferred  to  in  paragraph  (1)(E),  shall  apply  to 

11  small  employer  health  benefit  plans  renewed  on 

12  or  after  the  date  such  standards  are  imple- 

13  mented  in  the  State  \inder  subsection  (b)(1). 

14  (b)    Application    of    Standaeds  Through 

15  States. — 

16  (1)  Application  of  all  standards  to  new 

17  plans. — 

18  (A)  In  general. — Each  State  shall  sub- 

19  mit  to  the  Secretary,  by  the  deadline  specified 

20  in  subparagraph  (B),  a  report  on  the  implemen- 

21  tation  and  enforcement  of  the  standards  estab- 

22  lished  under  subsection  (a)  with  respect  to 

23  small  employer  health  benefit  plans  offered  not 

24  later  than  such  deadline. 

25  (B)  Deadline  for  report. — 
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1  (i)  1  YEAR  AFTER  STANDARDS  ESTAB- 

2  LISHED. — Subject  to  clause  (ii),  the  dead- 

3  line  under  this  subparagraph  is  1  year 

4  after  the  date  standards  are  established 

5  under  subsection  (a). 

6  (ii)  Exception  for  legislation. — 

7  In  the  case  of  a  State  which  the  Secretary 

8  identifies,  in  consultation  with  the  National 

9  Association  of  Insurance  Commissioners, 

10  as— 

11  (I)    requiring   State  legislation 

12  (other  than  legislation  appropriating 

13  funds)  in  order  for  carriers  and  health 

14  benefit  plans  offered  to  small  employ- 

15  ers  to  meet  the  standards  established 

16  under  subsection  (a),  but 

17  (II)  having  a  legislature  which  is 

18  not  scheduled  to  meet  in  1993  in  a 

19  legislative  session  in  which  such  legis- 

20  lation  may  be  considered, 

21  the  date  specified  in  this  subparagraph  is 

22  the  first  day  of  the  first  calendar  quarter 

23  beginning  after  the  close  of  the  first  legis- 

24  lative  session  of  the  State  legislature  that 

25  begins  on  or  after  January  1,  1993.  For 
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1  purposes  of  the  previous  sentence,  in  the 

2  case  of  a  State  that  has  a  2 -year  legislative 

3  session,  each  year  of  such  session  shall 

4  be  deemed  to  be  a  separate  regular  ses- 

5  sion  of  the  State  legislature. 

6  (2)  Application  of  consumer  protection 

7  TO  ALL  PLANS. — Each  State  shall  submit  to  the  Sec- 

8  retary,  by  not  later  than  4  years  after  the  date 

9  standards  are  established  under  subsection  (a),  a  re- 

10  port  on  the  implementation  and  enforcement  of  the 

11  standards  established  under  subparagraphs  (D)  and 

12  (E)  subsection  (a)(1)  with  respect  to  small  employer 

13  health  benefit  plans  renewed  not  later  than  4  years 

14  after  the  date  such  standards  were  established. 

15  (3)  More  stringent  state  standards  per- 

16  MITTED. — State  may,  under  subsection,  imple- 

17  ment  standards  that  are  more  stringent  than  the 

18  standards  established  under  subsection  (a). 

19  (4)  Federal  role. — 

20  (A)    Secretarial  authority. — If  the 

21  Secretary  determines  that  a  State  has  failed  to 

22  submit  a  report  by  the  deadline  specified  under 

23  paragraph  (1)  or  (2)  or  finds  that  the  State  no 

24  longer  is  carrying  out  its  responsibility  imder 

25  the  respective  paragraph,  the  Secretary  shall 
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1  notify  the  State  and  provide  the  State  a  period 

2  of  30  days  in  which  to  submit  such  report  or 

3  to  carry  out  its  responsibilities  under  the  re- 

4  spective  paragraph.  If,  after  such  30-day  pe- 

5  riod,  the  Secretary  finds  that  such  a  failure  has 

6  not  been  corrected,  the  Secretary  shall  provide 

7  for  such  mechanism  for  the  implementation  and 

8  enforcement  of  the  standards  estabhshed  under 

9  subsection  (a)  in  the  State  as  the  Secretary  de- 

10  termines  to  be  appropriate.  Such  standards 

1 1  shall  apply  to  health  benefit  plans  offered  or  re- 

12  newed  on  or  after  3  months  after  the  applicable 

13  deadlines  established  under  subparagraphs  (A) 

14  through  (C)  of  subsection  (a)(3). 

15  (B)    Enforcement    through  excise 

16  TAX. — 

17  (i)  In  general. — Chapter  43  of  the 

18  Internal  Revenue  Code  of  1986  (relating  to 

19  qualified  pension,  etc.,  plans)  is  amended 

20  by  adding  at  the  end  thereof  the  following 

21  new  section: 
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1  *SEC.  4980C.  FAILURE  BY  CARRIER  TO  COMPLY  WITH 

2  SMALL    EMPLOYER    HEALTH  INSURANCE 

3  STANDARDS  IN  STATES  WITHOUT  APPROVED 

4  REGULATORY  PROGRAMS. 

5  "(a)  Imposition  op  Tax. — There  is  hereby  imposed 

6  a  tax  on  the  failure  of  any  small  employer  carrier  in  any 

7  Federal  standard  State  to  comply  with  the  standards  es- 

8  tablished  under  section  101(a)  of  the  Health  Equity  and 

9  Access  Reform  TodayAct  of  1991. 

10  "(b)  Amount  of  Tax. — The  tax  imposed  by  sub- 

11  section  (a)  shall  be  equal  to  25  percent  of  the  amounts 

12  received  by  the  carrier  (during  the  period  such  failure  per- 

13  sists)  for  providing  any  health  benefit  plan  to  any  small 

14  employer  in  the  Federal  standard  State. 

15  ''(c)  Liability  for  Tax. — The  tax  imposed  by  this 

16  section  shall  be  paid  by  the  carrier. 

17  ''(d)  Exceptions. — 

18  "(1)  Corrections  within  30  days. — No  tax 

19  shall  be  imposed  by  subsection  (a)  by  reason  of  any 

20  failure  if — 

21  "(A)  such  failure  was  due  to  reasonable 

22  cause  and  not  to  willful  neglect,  and 

23  "(B)  such  failure  is  corrected  within  the 

24  30-day  period  beginning  on  earUest  date  the 

25  carrier  knew,  or  exercising  reasonable  diligence 

26  would  have  known,  that  such  failure  existed. 
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1  "(2)  Waiver  by  secretary. — ^In  the  case  of  a 

2  failure  which  is  due  to  reasonable  cause  and  not  to 

3  willful  neglect,  the  Secretary  may  waive  part  or  all 

4  of  the  tax  imposed  by  subsection  (a)  to  the  extent 

5  that  payment  of  such  tax  would  be  excessive  relative 

6  to  the  failure  involved. 

7  "(e)  Definitions. — For  purposes  of  this  section — 

8  "(1)    Carrier;    etc. — The   terms  'carrier', 

9  'small  employer  carrier',  'health  benefit  plan',  and 

10  'small  employer'  have  the  meanings  given  such  terms 

11  in  section  121  of  the  Health  Equity  and  Access  Re- 

12  form  Today  Act  of  1991. 

13  "(2)  Federal  standard  state. — The  term 

14  'Federal  standard  State'  means  any  State  with  re- 

15  spect  to  which  a  determination  is  in  effect  imder  sec- 

16  tion  101(b)(4)  of  the  Health  Equity  and  Access  Re- 

17  form  Today  Act  of  1991.". 

18  (ii)    Clerical    amendment. — The 

19  table  of  sections  for  chapter  43  of  such 

20  Code  is  amended  by  adding  at  the  end 

21  thereof  the  following  new  items: 

"Sec.  4980C.  Failure  by  carrier  to  compljr  with  small  employer 
health  insurance  standards  in  States  without  ap- 
proved regulatory  programs.". 
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1  SEC.  102.  PREEMPTION  OF  STATE  BENEFITS  MANDATES 

2  FOR  PLANS  THAT  MEET  CONSUMER  PROTEC- 

3  TION  STANDARDS. 

4  (a)  Finding. — Congress  finds  that  health  benefit 

5  plans  offered  with  respect  to  small  employers  affect  inter- 

6  state  commerce. 

7  (b)  Preemption. — In  the  case  of  a  small  employer 

8  health  benefit  plan  that  meets  the  standards  with  respect 

9  to  the  requirements  referred  to  in  subparagraphs  (D)  and 

10  (E)  of  section  101(a)(1),  no  provision  of  State  law  shall 

1 1  apply  that  requires  the  offering,  as  part  of  the  health  ben- 

12  efit  plan  with  respect  to  such  an  employer,  of  any  services, 

13  category  of  care,  or  services  of  any  class  or  type  of  pro- 

14  vider. 

15  SEC.  103.  REQUIREMENT  FOR  OFFERING  OF  BASIC,  LOW 

1 6  COST  PLAN  (MEDACCESS  PLAN). 

17  (a)  In  General. — Each  small  employer  carrier 

18  which  makes  available  in  a  State  any  small  employer 

19  health  benefit  plan  shall  make  available  to  each  smaU  em- 

20  ployer  in  the  State  a  MedAccess  plan  (as  defined  in  sub- 

21  section  (b)). 

22  (b)  MedAccess  Plan  Defined. — 

23  (1)  In  GENERAL. — In  this  title,  except  as  pro- 

24  vided  in  paragraph  (2),  the  term  "MedAccess  plan" 

25  means  a  health  benefits  plan  (whether  a  managed- 

26  care  plan,  indemnity  plan,  or  other  plan)  that — 
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1  (A)  is  designed  to  provide  only  basic  hos- 

2  pital,  medical,  and  surgical  benefits  (and  pre- 

3  ventive  benefits),    specified  under  standards 

4  under  section  101(a)(1)(B),  so  as  to  make  it  af- 

5  fordable  to  small  employers, 

6  (B)  is  guaranteed  issue  (as  described  in 

7  subsection  (c)),  and 

8  (C)  meets  the  standards  established  under 

9  subparagraphs  (D)  and  (E)  section  101(a)(1) 

10  (relating  to  the  requirements  of  sections  104 

11  and  105). 

12  (2)  Special  rules  for  health  mainte- 

13  NANCE  ORGANIZATIONS. — ^With  respect  to  a  carrier 

14  that  is  a  Federally  qualified  health  maintenance  or- 

15  ganization  (as  defined  in  section  1301(a)  of  the  Pub- 

16  he  Health  Service  Act),  the  term  "MedAccess  plan" 

17  means  a  plan  of  the  type  described  in  paragraph  (1) 

18  but  with  benefits  that  are  consistent  with  the  re- 

19  quirements  for  the  plans  of  such  an  organization 

20  under  title  XIII  of  such  Act.  With  respect  to  a  car- 

21  rier  that  is  not  such  a  Federally  qualified  health 

22  maintenance  organization  but  which  is  recognized 

23  under  State  law  as  a  health  maintenance  organiza- 

24  tion,  the  term  ''MedAccess  plan"  means  a  plan  of 

25  the  type  described  in  paragraph  (1)  but  with  bene- 
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1  fits  that  are  consistent  with  the  requirements  of 

2  State  law  for  the  plans  of  such  an  organization. 

3  (3)  Review  of  minimum  benefit  stand- 

4  ARDS. — The  National  Association  of  Insurance  Com- 

5  missioners  is  requested  to  periodically  review  the 

6  standards  for  minimum  benefits  described  in  para- 

7  graph  (1)(A).  The  Association  is  requested  to  submit 

8  to    the    Secretary    and    the    Congress    its  rec- 

9  ommendations  on  changes  that  should  be  made  in 

10  such  standards. 

11  (c)  Guaranteed  Issue  for  MedAccess  Plans. — 

12  (1)  In  general. — Each  MedAccess  plan  in  a 

13  State— 

14  (A)  subject  to  paragraph  (2),  must  accept 

15  every  small  employer  in  the  State  that  applies 

16  for  coverage  under  the  plan; 

17  (B)  subject  to  paragraphs  (2)  and  (3), 

18  must  accept  for  enrollment  every  individual  who 

19  is  a  full-time  employee  (or,  in  the  case  of  family 

20  enrollment  with  respect  to  such  an  employee, 

21  the  employee's  spouse  and  the  employee's  de- 

22  pendents  who  are  under  19  years  of  age  or  who 

23  are  full-time  students  and  under  21  years  of 

24  age)  who  applies  for  enrollment  on  a  timely 

25  basis;  and 
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1  (C)  subject  to  paragraphs  (2)  and  (3),  may 

2  not  place  any  restriction  on  the  ehgibility  of  an 

3  individual  to  enroll,  so  long  as  such  an  individ- 

4  ual  is  a  full-time  employee  or  the  employee's 

5  spouse  or  dependent  described  in  subparagraph 

6  (B). 

7  (2)  Special  rules  for  health  mainte- 

8  NANCE    ORGANIZATIONS. — In    the    casc    of  a 

9  MedAccess  plan  offered  by  a  health  maintenance  or- 

10  ganization,  the  plan  shall — 

11  (A)  limit  the  employers  that  may  apply  for 

12  coverage  to  those  with  eUgible  individuals  resid- 

13  ing  in  the  service  area  of  the  plan, 

14  (B)  limit  the  individuals  who  may  be  en- 

15  rolled  under  the  plan  to  those  who  reside  in  the 

16  service  area  of  the  plan,  and 

17  (C)  within  the  service  area  of  the  plan, 

18  deny  coverage  to  such  employers  if  the  plan 

19  demonstrates  that — 

20  (i)  it  will  not  have  the  capacity  to  de- 

21  liver  services  adequately  to  enrollees  of  any 

22  additional  groups  because  of  its  obligations 

23  to  existing  group  contract  holders  and  en- 

24  roUees,  and 
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1  (ii)  it  is  applying  this  subparagraph 

2  uniformly  to  all  employers  without  regard 

3  to  the  health  status,  claims  experience,  or 

4  duration  of  coverage  of  those  employers 

5  and  their  employees. 

6  (3)  Exception  for  certain  late  enroll- 

7  EES. — 

8  (A)  In  general. — Except  as  provided  in 

9  this  paragraph,  paragraph  (1)(B)  shall  not 

10  apply  to  an  eligible  employee  or  dependent  who 

1 1  fails  to  enroll  in  a  health  benefit  plan  during  an 

12  initial  enrollment  period,  if  such  period  is  at 

13  least  30  days  long. 

14  (B)  Exception  for  those  with  pre- 

15  VIOUS  EMPLOYER  COVERAGE. — Subparagraph 

16  (A)  shall  not  apply  to  an  individual  who — 

17  (i)  was  covered  imder  another  em- 

18  ployer  health  benefit  plan  at  the  time  of 

19  the  individual's  initial  enrollment  period, 

20  (ii)  stated  at  the  time  of  initial  enroU- 

21  ment  period  that  coverage  under  another 

22  employer  health  benefit  plan  was  the  rea- 

23  son  for  declining  enrollment, 

24  (iii)  lost  coverage  under  another  em- 

25  ployer  health  benefit  plan  as  a  result  of 
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1  termination   of  emplojnnent,   the  termi- 

2  nation  of  the  other  plan's  coverage,  death 

3  of  a  spouse,  or  divorce,  and 

4  (iv)   requests  enrollment  within  30 

5  days  after  termination  of  coverage  under 

6  another  employer  health  benefit  plan. 

7  (C)    Exception    for   open  enroll- 

8  ment. — Subparagraph  (A)  shall  not  apply  to 

9  an  individual  who — 

10  (i)  is  employed  by  an  employer  which 

1 1  offers  multiple  health  benefit  plans,  and 

12  (ii)  elects  a  different  plan  during  an 

13  open  enrollment  period. 

14  (D)  Exception  for  court  orders. — 

15  Subparagraph  (A)  shall  not  apply  to  a  spouse 

16  or  minor  child  if  a  court  has  ordered  coverage 

17  be  provided  for  the  spouse  or  child  under  a  cov- 

18  ered  employee's  health  benefit  plan  and  request 

19  for  such  coverage  is  made  within  30  days  after 

20  issuance  of  such  court  order. 

21  SEC.  104.  REQUIREMENTS  RELATING  TO  INITIAL  WRITING 

22  OF  POLICIES. 

23  (a)  Limitations  on  Treatment  of  Pre-Existing 

24  Conditions. — 
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1  (1)  In  general. — A  carrier  may  not  impose 

2  (or  require  an  employer  to  impose  through  a  waiting 

3  period  for  coverage  under  a  health  benefit  policy  or 

4  similar  requirement)  a  limitation  or  exclusion  of  ben- 

5  efits  under  a  small  employer  health  benefit  plan  re- 

6  lating  to  treatment  of  a  condition  based  on  the  fact 

7  that  the  condition  pre-existed  the  effectiveness  of  the 

8  policy  if — 

9  (A)  the  condition  relates  to  a  condition 

10  that  did  not  exist  within  6  months  before  the 

1 1  date  of  coverage  under  the  plan,  or 

12  (B)  the  limitation  or  exclusion  extends  over 

13  more  than  12  months  after  the  date  of  coverage 

14  under  the  plan. 

15  (2)  Previous  satisfaction  op  pre-existing 

16  condition  requirement. — 

17  (A)  In  general. — In  addition,  each  car- 

18  rier  shall  waive  any  period  applicable  to  a  pre- 

19  existing  condition  for  similar  benefits  with  re- 

20  spect  to  an  individual  to  the  extent  that  the  in- 

21  dividual  was  covered  for  the  condition  under  a 

22  small  employer  health  benefit  plan  that  was  in 

23  effect  before  the  date  of  the  enrollment  under 

24  the  carrier's  plan. 
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1  (B)  Continuous  coverage  required. — 

2  Subparagraph  (A)  shall  no  longer  apply  if  there 

3  is  a  continuous  period  of  more  than  60  days  on 

4  which  the  individual  was  not  covered  under  an 

5  employer  health  benefit  plan. 

6  (b)  Limits  on  Premiums. — 

7  (1)  Limit  on  variation  of  index  rates  be- 

8  twben  blocks  of  business. — 

9  (A)  In  general. — ^As  a  standard  under 

10  section  102,  the  index  rate  for  a  rating  period 

11  for  any  block  of  business  of  a  small  employer 

12  carrier  may  not  exceed  the  index  rate  for  any 

13  other  block  of  business  by  more  than  20  per- 

14  cent. 

15  (B)     Exceptions. — Subparagraph  (A) 

16  shall  not  apply  to  a  block  of  business  if — 

17  (i)  the  block  is  one  for  which  the  car- 

18  rier  does  not  reject,  and  never  has  rejected, 

19  small  employers  included  within  the  defini- 

20  tion  of  employers  eligible  for  the  block  of 

21  business  or  otherwise  eligible  employees 

22  and  dependents  who  enroll  on  a  timely 

23  basis,  based  upon  their  claim  experience  or 

24  health  status, 


•HR  166S  m 


40 


19 

1  (ii)  the  carrier  does  not  involuntarily 

2  transfer,  and  never  has  involuntarily  trans- 

3  ferred,  a  health  benefit  plan  into  or  out  of 

4  the  block  of  business,  and 

5  (ii)  the  block  of  business  is  currently 

6  available  for  purchase. 

7  (2)  Limit  on  variation  op  premium  rates 

8  within  a  block  of  business. — For  a  block  of 

9  business  of  a  small  employer  carrier,  as  a  standard 

10  under  section  102  the  premium  rates  charged  during 

11  a  rating  period  to  small  employers  with  similar  de- 

12  mographic  or  other  relevant  characteristics  (not  re- 
.  13  lating  to  claims  experience,  health  status,  or  dura- 

14  tion  of  coverage)  for  the  same  or  similar  coverage, 

15  or  the  rates  which  could  be  charged  to  such  employ- 

16  ers  under  the  rating  system  for  that  block  of  busi- 

17  ness,  shall  not  vary  from  the  index  rate  by  more 

18  than  25  percent  of  the  index  rate. 

19  (3)    Limit    on    permissible    rate  vari- 

20  ations. — Subject  to  paragraphs  (1)  and  (2),  as  a 

21  standard  under  section  102,  a  carrier  may  establish 

22  rate  variations  based  on  factors  such  as  geography, 

23  demography,  and  industry  and  plan  design. 

24  (4)   Limit   on   transfer   of  employers 

25  AMONG  blocks  OF  BUSINESS. — As  a  standard  under 
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1  section  102,  a  small  employer  carrier  may  not  invol- 

2  untarily  transfer  a  small  employer  into  or  out  of  a 

3  block  of  business.  A  small  employer  carrier  may  not 

4  offer  to  transfer  a  small  employer  into  or  out  of  a 

5  block  of  business  unless  such  offer  is  made  to  trans- 

6  fer  all  small  employers  in  the  block  of  business  with- 

7  out  regard  to  demographic  characteristics,  claim  ex- 

8  perience,  health  status,  or  duration  since  issue. 

9  (5)  Definitions. — In  this  subsection: 

10  (A)   Base   premium   rate. — The  term 

11  "base  premium  rate"  means,  for  each  block  of 

12  business  for  each  rating  period,  the  lowest  pre- 

13  mium  rate  charged  or  which  could  have  been 

14  charged  under  a  rating  system  for  that  block  of 

15  business  by  the  small  employer  carrier  to  small 

16  employers  with  similar  demographic  or  other 

17  relevant  characteristics  (not  relating  to  claims 

18  experience,  health  status,  or  duration  of  cov- 

19  erage)  for  health  benefit  plans  with  the  same  or 

20  similar  coverage. 

21  (B)   Block  of   business. — The  term 

22  "block  of  business"  means,  with  respect  to  a 

23  carrier,  all  (or  a  distinct  group  of)  small  em- 

24  ployers  as  shown  on  the  records  of  the  carrier. 
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1  (C)  Rules  for  ESTABLismNG  blocks  op 

2  BUSINESS. — ^For    purposes    of  subparagraph 

3  (B)- 

4  (i)  a  carrier  may  establish,  subject  to 

5  clause  (ii),  a  distinct  group  of  small  em- 

6  ployers  on  the  basis  that  the  applicable 

7  health  benefit  plans  either — 

8  (I)    are    marketed    and  sold 

9  through  individuals  and  organizations 

10  which  are  not  participating  in  the 

11  marketing  or  sale  of  other  distinct 

12  groups  of  small  employers  for  the  car- 

13  rier, 

14  (II)  have  been  acquired  from  an- 

15  other  carrier  as  a  distinct  group,  or 

16  (III)  are  provided  through  an  as- 

17  sociation  with  membership  of  not  less 

18  than  100  small  employers  which  has 

19  been  formed  for  purposes  other  than 

20  obtaining  insurance; 

21  (ii)  a  carrier  may  not  establish  more 

22  than  2  groupings  under  each  block  of  busi- 

23  ness  because  the  carrier  uses  managed-care 

24  techniques  which  are  expected  to  produce 

.ft 
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1  substantial  variation  in  health  care  costs; 

2  and 

3  (iii)  notwithstanding  clauses  (i)  and 

4  (ii),  a  Commissioner  of  Insurance  of  a 

5  State  may,  upon  application,  approve  addi- 

6  tional  distinct  groups  upon  a  finding  that 

7  such  approval  would  enhance  the  efficiency 

8  and  fairness  of  the  small  employer  market- 

9  place. 

10  (D)  Index  rate. — The  term  "index  rate" 

1 1  means,  with  respect  to  a  block  of  business,  the 

12  arithmetic  average  of  the  applicable  base  pre- 

13  mium  rate  and  the  corresponding  highest  pre- 

14  mium  rate  for  the  block. 

15  (c)  Full  Disclosure  of  Rating  Practices.— At 


16  the  time  a  carrier  offers  a  health  benefit  plan  to  a  small 

17  employer,  the  carrier  shall  fully  disclose  to  the  employer 

18  rating  practices  for  small  employer  health  benefit  plans, 

19  including  rating  practices  for  different  industries,  popu- 

20  lations,  and  benefit  designs. 

21  (d)  Actuarial  Certification. — Each  carrier  shall 

22  file  annually  with  the  State  commissioner  of  insurance  a 

23  "  written  statement  by  a  member  of  the  American  Academy 

24  of  Actuaries  (or  other  individual  acceptable  to  the  commis- 

25  sioner)  that,  based  upon  an  examination  by  the  individual 
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1  which  includes  a  review  of  the  appropriate  records  and  of 

2  the  actuarial  assumptions  of  the  carrier  and  methods  used 

3  by  the  carrier  in  estabUshing  premium  rates  for  applicable 

4  small  employer  health  benefit  plans — 

5  (1)  the  carrier  is  in  compliance  with  the  appli- 

6  cable  provisions  of  this  section,  and 

7  (2)  the  rating  methods  are  actuarially  sound. 

8  Each  carrier  shall  retain  a  copy  of  such  statement  for  ex- 

9  amination  at  its  principal  place  of  business. 

10  (e)  Registration  and  Reporting. — Each  carrier 

11  that  issues  any  small  employer  health  benefit  plan  in  a 

12  State  shall  be  registered  or  licensed  with  the  State  com- 

13  missioner  of  insurance  and  shall  comply  with  any  report- 

14  ing  requirements  of  the  commissioner  relating  to  such  a 

15  plan. 

16  (f)  Use  of  Minimum  Participation  Require- 

17  MENT. — carrier  may  condition  issuance,  or  renewal,  of 

18  a  health  benefit  plan  to  a  small  employer  on  the  enroU- 

19  ment  of  a  minimum  number  (or  percentage)  of  its  full- 

20  time  employees,  in  accordance  with  standards  established 

21  to  carry  out  this  section.  Such  standards  shall  require  that 

22  any  such  conditions  be  imposed  uniformly  on  employers 

23  of  the  same  size. 


•HR  1666' m 


45 


24 

1  SEC.  105.  REQUIREMENTS  RELATING  TO  RENEWAL. 

2  (a)  Renewability. — carrier  may  not  cancel  a 

3  small  employer  health  benefit  plan  or  deny  renewal  of  cov- 

4  erage  under  such  a  plan  other  than — 

5  (1)  for  nonpayment  of  premiums, 

6  (2)  for  fraud  or  other  misrepresentation  by  the 

7  insured, 

8  (3)  for  noncompliance  with  plan  provisions, 

9  (4)  for  failure  to  maintain  (in  accordance  with 

10  standards   established  under  section   104(f))  the 

11  number  of  enroUees  imder  the  plan  at  the  number 

12  (or  percentage)  required  under  the  plan, 

13  (5)  for  misuse  of  a  provider  network  provision, 

14  or 

15  (6)  because  the  carrier  is  ceasing  to  provide  any 

16  small  employer  health  benefit  plan  in  a  State,  or,  in 

17  the  case  of  a  health  maintenance  organization,  in  a 

18  geographic  area. 

19  (b)  Limitation  on  Premium  Increases— A  carrier 


20  may  not  provide  for  an  increase  in  the  premium  charged 

21  a  small  employer  for  a  small  employer  health  benefit  plan 

22  in  a  percentage  greater  than  such  percentage  as  shall  be 

23  specified  in  standards  referred  to  in  section  101(a)(1)(E). 

24  Such  standards  shall  take  into  account  increases  m  pre- 

25  miums  charged  for  new  coverage  of  smaU  employers  under 

26  the  plan. 

•HR  1666  IH 


46 


25 

1  (c)  Limitation  on  Market  Reentry. — If  a  carrier 

2  terminates  the  offering  of  health  benefit  plans  to  small 

3  employers  in  an  area,  the  carrier  may  not  offer  such  a 

4  health  benefit  plan  to  any  small  employer  in  the  area  until 

5  5  years  have  elapsed  since  the  date  of  the  termination. 

6  SEC.  106.  ESTABLISHMENT  OF  REINSURANCE  MECHANISMS 


7 

FOR  HIGH  RISK  INDIVIDUALS. 

8 

(a)  Establishment  of  Standards. — 

9 

(1)  Role  of  naic. — The  Secretary  of  Health 

10 

and  Human  Services  shall  request  the  National  As- 

11 

sociation  of  Insurance  Commissioners  to  develop, 

12 

within  9  months  after  the  date  of  the  enactment  of 

13 

this  Act,  models  for  reinsurance  mechanisms  (in  this 

14 

section  referred  to  as  the  * 'reinsurance  mechanism") 

1  c 
ID 

for  individuals  and  small  employers  who  are  enrolled 

16 

under  a  small  employer  health  benefit  plan  that 

17 

meets  the  standards  with  respect  to  the  require- 

18 

ments  referred  to  in  subparagraphs  (D)  and  (E)  of 

19 

section  101(a)(1)  and  for  whom  a  carrier  is  at  risk 

20 

of  incurring  high  costs  under  the  plan.  If  the  Asso- 

21 

ciation  develops  such  models  vnthin  such  period,  the 

22 

Secretary  shall  review  such  models  to  determine  if 

23 

they  provide  for  an  effective  reinsurance  mechanism. 

24 

Such  review  shall  be  completed  vnthin  30  days  after 

25 

the  date  the  models  are  developed.  Unless  the  Sec- 
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1  retary  determines  within  such  period  that  such  a 

2  model  is  not  an  effective  reinsurance  mechanism, 

3  such  remaining  models  shall  serve  as  the  models 

4  under  this  section. 

5  (2)  Contingency. — If  the  Association  does  not 

6  develop  such  models  within  such  period  or  the  Sec- 

7  retary  determines  that  all  such  models  do  not  pro- 

8  vide  for  an  effective  reinsurance  mechanism,  the 

9  Secretary  shall  specify,  within  15  months  after  the 

10  date  of  the  enactment  of  this  Act,  models  to  carry 

11  out  this  section. 

12  (b)  Implementation  op  Reinsurance  Mecha- 

13  NISMS. — 

14  (1)  By  states. — Each  State  shall  estabUsh 

15  and  fund  one  or  more  reinsurance  mechanisms  by 

16  not  later  than  the  deadline  specified  in  section 

17  101(b)(1)(B)  of  this  Act.  In  order  to  assure  the  fi- 

18  nancial  solvency  of  the  mechanism,  the  State  may, 

19  notwithstanding  any  provision  of  law  to  the  con- 

20  traiy,  impose  charges  on  any  entity  (including  a  self- 

21  insured  entity)  providing  employee-related  health 

22  benefits,  so  long  as  such  charges  do  not  discriminate 

23  with  respect  to  entities  that  would  (but  for  this  pro- 

24  vision)  not  be  subject  to  such  charges. 

25  (2)  Federal  role. — 
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1  (A)  In  general. — If  the  Secretary  deter- 

2  mines  that  a  State  has  failed  to  establish  a  re- 

3  insurance  mechanism  under  paragraph  (1),  the 

4  Secretary  shall  establish  such  a  reinsurance 

5  mechanism  meeting  the  requirements  of  this 

6  paragraph. 

7  (B)  Carrier  election. — In  a  reinsurance 

8  mechanism  established  by  the  Secretary  under 

9  this  paragraph,  a  carrier  issuing  a  small  em- 

10  ployer  health  benefit  plan  that  meets  the  stand- 

11  ards  with  respect  to  the  requirements  referred 

12  to  in  subparagraphs  (D)  and  (E)  of  section 

13  101(a)(1)  may  elect  to  secure  reinsurance  for 

14  costs  of  the  carrier  with  respect  to  the  plan. 

15  Such  an  election  must  be  made  at  the  beginning 

16  of  the  year  involved,  and  shall  remain  in  effect 

17  for  a  period  of  3  years,  and  is  subject  to  exten- 

18  sion  for  additional  periods  of  3  years. 

19  (C)  Premium  charged. — The  reinsurance 

20  mechanism  established  under  this  paragraph 

21  shall  charge  a  carrier,  for  the  reinsurance  of  an 

22  individual     through     the     mechanism,  a 

23  premium — 

24  (i)  in  the  case  of  individuals  reinsured 

25  through  the  mechanism,  equal  to  500  per- 
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1  cent  of  the  premium  that  the  carrier  is 

2  charging  the  individual,  or 

3  (ii)  in  the  case  of  a  group  reinsured 

4  through  the  mechanism,  equal  to  150  per- 

5  cent  of  the  premium  that  the  carrier  is 

6  charging  the  group. 

7  (D)  Financing  deficit. — 

8  (i)  In  general. — Chapter  43  of  the 

9  Internal  Revenue  Code  of  1986  (relating  to 

10  qualified  pension  plans,  etc.)  is  amended 

11  by  adding  at  the  end  thereof  the  follomng 

12  new  section: 

13  "SEC.  4980D.  ADDITIONAL  TAX  TO  FUND  REINSURANCE  IN 

14  STATES  UNDER  FEDERAL  REINSURANCE. 

15  "(a)  Imposition  op  Tax. — There  is  hereby  imposed 

16  a  tax  on  the  providing  of  any  health  benefit  plan  which 

17  covers  any  employee  in  a  Federal  reinsurance  State. 

18  "(b)  Amount  of  Tax. — 

19  *'(1)  In  GENERAL. — The  tax  imposed  by  sub- 

20  section  (a)  shall  be  equal  to  the  applicable  percent- 

21  age  of  the  amount  received  by  the  provider  of  such 

22  plan  for  providing  such  plan  in  such  Federal  rein- 

23  surance  State. 

24  "(2)  Applicable  percentage. — For  purposes 

25  of  paragraph  (1),  the  term  'applicable  percentage' 
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1  means,  with  respect  to  any  State  for  any  period,  the 

2  lowest  percentage  estimated  by  the  Secretary  as  gen- 

3  crating  sufficient  revenues  to  carry  out  section 

4  106(b)(2)  of  the  Health  Equity  and  Access  Reform 

5  Today  Act  of  1991  in  such  State  for  such  period. 

6  "(c)  Liability  for  Tax. — The  tax  imposed  by  this 

7  section  shall  be  paid  by  the  provider  of  the  health  benefit 

8  plan. 

9  "(d)  Definitions. — For  purposes  of  this  section — 

10  "(1)  Provider. — The  term  'provider'  means — 

11  "(A)  in  the  case  of  a  health  benefit  plan 

12  provided  through  insurance,  the  carrier  under- 

13  writing  the  plan; 

14  "(B)  in  the  case  of  a  health  benefit  plan 

15  that  is  offered  by  a  health  maintenance  organi- 

16  zation,  the  organization,  or 

17  "(C)  in  the  case  of  a  self-insured  plan,  the 

18  plan  administrator. 

19  "(2)   Federal   reinsurance    state. — The 

20  term  'Federal  reinsurance  State'  means  any  State 

21  with  respect  to  which  a  determination  is  in  effect 

22  under  section  106(b)(2)  of  the  Health  Equity  and 

23  Access  Reform  Today  Act  of  1991." 

24  (ii)    Clerical    amendment. — The 

25  table  of  sections  for  chapter  43  of  such 
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1  Code  is  amended  by  adding  at  the  end 

2  thereof  the  following  new  item: 

"Sec.  4980D.  Additional  tax  to  fund  reinsurance  in  States  under 
Federal  reinsurance." 

3  (c)  Construction. — Nothing  in  this  section  shall  be 

4  construed  as  to  prohibit  reinsurance  arrangements,  wheth- 

5  er  on  a  State  or  regional  basis,  not  required  under  this 

6  section. 

7  SEC.  107.  REGISTRATION  OF  ALL  HEALTH  BENEFIT  PLANS 

8  REQUIRED. 

9  Notwithstanding  any  other  provision  of  law,  each 

10  State  commissioner  or  superintendant  of  insurance  may, 

1 1  under  State  law,  require  each  employer  health  benefit  plan 

12  (including  a  self-insured  plan)  to  be  registered  with  such 

13  official,  if  the  plan  is  not  otherwise  required  to  be  reg- 

14  istered  or  Ucensed  with  the  official  under  section  104(e), 

15  and  to  provide  the  official  with  such  information  on  the 

16  plan  as  may  be  necessary  to  carry  out  section  106.  Insofar 

17  as  the  Secretary  is  exercising  authority  under  section 

18  106(b)(2),  the  Secretary  may  impose  the  requirement 

19  under  the  previous  sentence  in  the  same  manner  as  a 

20  State  commissioner  of  insurance  may  impose  the  require- 

21  ment. 
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1  PART  II— REQUIRE^G  EMPLOYERS  TO  OFFER 

2  HEALTH  INSURANCE  TO  EMPLOYEES 

3  SEC.    111.   REQUIRING   SMALL   EMPLOYERS   TO  OFFER 

4  MEDACCESS  PLANS  TO  EMPLOYEES. 

5  (a)  In  General. — Each  small  employer  shall  make 

6  available  to  each  full-time  employee  the  option  of  enrolling 

7  himself  or  herself,  and  the  employee's  spouse  and  depend- 

8  ent  children  under  19  years  of  age  (or  under  21  years  of 

9  age  and  full-time  students),  in  a  MedAccess  plan.  The  em- 

10  ployer  need  not  make  any  contribution  towards  the  cost 

11  of  coverage  under  such  plan. 

12  (b)  Compliance. — The  employer  is  considered  to 

13  have  satisfied  the  requirement  of  subsection  (a)  if  the  em- 

14  ployer  has  sought  coverage  for  full-time  employees  under 

15  a  MedAccess  plan  but  the  plan  has  not  been  made  avail- 

16  able  because  of  section  104(f). 

17  (c)  Effective  Date. — The  requirement  of  sub- 

18  section  (a)  shall  apply  to  small  employers  in  a  State  as 

19  of  1  year  after  the  date  provided  in  section  101(b). 

20  SEC.   112.   REQUIRING   OTHER  EMPLOYERS   TO  OFFER 

21  HEALTH  INSURANCE  PLANS  TO  EMPLOYEES. 

22  (a)  In  General. — Each  large  employer  shall  make 

23  available  to  each  full-time  employee  the  option  of  enrolling 

24  himself  or  herself,  and  the  employee's  spouse  and  depend- 

25  ent  children  under  19  years  of  age  (or  under  21  years  of 

26  age  and  full-time  students),  in  a  health  benefits  plan  that 
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1  provides  for  at  least  the  benefits  required  of  a  MedAccess 

2  plan.  The  employer  need  not  make  any  contribution  to- 

3  wards  the  cost  of  coverage  under  such  plan. 

4  (b)  Effective  Date. — The  requirement  of  sub- 

5  section  (a)  shall  apply  to  employers  in  a  State  as  of  1 

6  year  after  the  date  provided  in  section  101(b). 

7  (c)  Large  Employer  Defined. — In  this  section, 

8  the  term  "large  employer"  means  an  employer  that  is  not 

9  a  small  employer  and  that  is  described  in  section 

10  121(3)(A)  if  the  phrase  ''but  fewer  than  26"  were  deleted. 

1 1  SEC.  113.  ENFORCEMENT. 

12  (a)  In  General. — Chapter  43  of  the  Internal  Reve- 
ls nue  Code  of  1986  (relating  to  quaUfied  pension,  etc., 

14  plans)  is  amended  by  adding  at  the  end  thereof  the  fol- 

15  lowing  new  section: 

16  "SEC.  4980E.  FAILURE  BY  EMPLOYERS  TO  OFFER  RE- 
IT QUIRED  HEALTH  INSURANCE  PLAN  TO  EM- 

18  PLOYEE. 

19  "(a)  Imposition  of  Tax. — There  is  hereby  imposed 

20  a  tax  on  the  failure  by  any  employer  to  offer,  as  required 

21  by  section  111  or  section  112  of  the  Health  Equity  and 

22  Access  Reform  Today  Act  of  1991,  a  health  insurance 

23  plan. 

24  *'(b)  Amount  of  Tax. — 
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1  "(1)  In  general. — The  tax  imposed  by  sub- 

2  section  (a)  shall  be  equal  to  $200  for  each  employee 

3  for  each  year  (or  part  thereof)  during  which  period 

4  such  failure  persists. 

5  "(2)  Limit. — The  tax  imposed  by  subsection 

6  (a)  with  respect  to  any  employer  shall  not  exceed 

7  $25,000  for  any  taxable  year. 

8  "(c)  Liability  for  Tax. — The  tax  imposed  by  this 

9  section  shall  be  paid  by  the  employer. 

10  "(d)  Exceptions. — 

11  "(1)  No  Medaccess  plan  available. — No 

12  tax  shall  be  imposed  by  subsection  (a)  on  the  failure 

13  of  any  employer  to  meet  the  requirement  of  section 

14  111  of  the  Health  Equity  and  Access  Reform  Today 

15  Act  of  1991  to  employees  in  any  State  if  no  carrier 

16  (as  defined  in  section  4980C)  is  required  to  offer  a 

17  MedAccess  plan  in  such  State. 

18  "(2)  Other  exceptions. — Rules  similar  to  the 

19  rules  of  section  4980C(d)  shall  apply  for  purposes  of 

20  this  section.". 

21  (b)  Clerical  Amendment. — The  table  of  sections 

22  for  chapter  43  of  such  Code  is  amended  by  adding  at  the 

23  end  thereof  the  following  new  item: 

"Sec.  4980E.  Failure  by  employers  to  offer  required  health  insur- 
ance plan  to  employee.". 
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1  PART  III— DEFINITIONS 

2  SEC.  121.  GENERAL  DEFINITIONS. 

3  In  this  subtitle: 

4  (1)(A)  The  term  * 'carrier"  means  any  entity 

5  which  provides  health  insurance  or  health  benefits  in 

6  a  State,  and  includes  a  licensed  insurance  company, 

7  a  prepaid  hospital  or  medical  service  plan,  a  health 

8  maintenance  organization,  a  multiple  employer  wel- 

9  fare  arrangement  or  employee  benefits  plan  (as  de- 

10  fined  under  the  Employee  Retirement  Income  Secu- 

11  rity  Act  of  1974),  or  any  other  entity  providing  a 

12  plan  of  health  insurance  subject  to  State  insurance 

13  regulation. 

14  (B)  The  term  "small  employer  carrier"  means 

15  a  carrier  with  respect  to  the  issuance  of  a  small  em- 

16  ployer  health  benefit  plan. 

17  (2)  The  term  "health  benefit  plan"  means  any 

18  hospital  or  medical  expense  incurred  policy  or  cer- 

19  tificate,  hospital  or  medical  service  plan  contract,  or 

20  health  maintenance  subscriber  contract,  but  does  not 

21  include — 

22  (A)  accident-only,  credit,  dental,  or  disabil- 

23  ity  income  insurance, 

24  (B)  coverage  issued  as  a  supplement  to  li- 

25  ability  insurance, 
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1  (C)  worker's  compensation  or  similar  in- 

2  sixrance,  or 

3  (D)    automobile   medical-payment  insur- 

4  ance. 

5  (2)  The  term  "Secretary"  means  the  Secretary 

6  of  Health  and  Human  Services. 

7  (3) (A)  The  term  "small  employer"  means  an 

8  entity  actively  engaged  in  business  which,  on  at  least 

9  50  percent  of  its  working  days  during  the  preceding 

10  year,  employed  at  least  3,  but  fewer  than  26,  full- 

11  time  employees.  For  purposes  of  determining  if  an 

12  employer  is  a  small  employer,  rules  similar  to  the 

13  rules  of  subsection  (b)  and  (c)  of  section  414  of  the 

14  Internal  Revenue  Code  of  1986  shall  apply. 

15  (B)  The  term  "full-time  employee"  means,  with 

16  respect  to  an  employer,  an  individual  who  normally 

17  is  employed  for  at  least  25  hours  per  week  by  the 

18  employer. 

19  (4)  The  term  "small  employer  health  benefit 

20  plan"  means  a  health  benefit  plan  which  provides 

21  coverage  to  one  or  more  full-time  employees  of  a 

22  small  employer. 

23  (5)  The  term  "State"  means  the  50  States,  the 

24  District  of  Columbia,  and  Puerto  Rico. 
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1  (6)  The  term  ''State  commissioner  of  insur- 

2  ance"  includes  a  State  superintendent  of  insurance. 

3  Subtitle  B — Incentives  for  Managed 

4  Care  Plans 

5  SEC.  131.  TAX  TREATMENT  OF  MANAGED  CARE  PLANS. 

6  (a)  In  General. — Chapter  43  of  the  Internal  Reve- 

7  nue  Code  of  1986  (relating  to  quahfied  pension,  etc., 

8  plans)  is  amended  by  adding  at  the  end  thereof  the  fol- 

9  lowing  new  section: 

10  "SEC.  4980F.  PROVIDING  OF  HEALTH  BENEFITS  OTHER 

1 1  THAN  THROUGH  MANAGED  CARE  PLAN. 

12  "(a)  Imposition  op  Tax. — There  is  hereby  imposed 

13  a  tax  on  the  providing  of  any  health  benefit  plan  by  an 

14  employer  to  his  employees  unless  such  plan  is  a  cost-con- 

15  trolled  health  benefit  plan  or  a  safe  harbor  plan. 

16  "(b)  Amount  of  Tax. — The  tax  imposed  by  sub- 

17  section  (a)  shall  be  equal  to  25  percent  of  the  amount  paid 

18  or  incurred  by  the  employer  in  providing  to  his  employees 

19  each  health  benefit  plan  which  is  not  a  cost-controlled 

20  health  benefit  plan. 

21  "(c)  Ll\bility  for  Tax. — The  tax  imposed  by  this 

22  section  shall  be  paid  by  the  employer. 

23  "(d)  Cost-Controlled  Health  Benefit  Plan. — 

24  For  purposes  of  this  section — 
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1  "(1)  In  general. — The  term  'cost-controlled 

2  health  benefit  plan'  means  any  health  benefit  plan 

3  which  is — 

4  "(A)  a  managed  care  plan,  or 

5  "(B)  a  responsible  co-payment  plan. 

6  **(2)  Managed  care  plan. — The  term  'man- 

7  aged  care  plan'  means  any  plan  that — 

8  "(A)  arranges  with  selected  providers  for 

9  the  furnishing  of  health  care  services, 

10  "(B)  provides  explicit  standards  for  the  se- 

1 1  lection  of  such  providers, 

12  "(C)  has  formal  programs  for  ongoing 

13  quality  assurance  and  utilization  review,  and 

14  "(D)  provides  significant  financial  incen- 

15  tives  for  beneficiaries  to  use  providers  and  pro- 

16  cedures  associated  with  the  plan. 

17  "(3)  Responsible  co-payment  plan. — The 

18  term  'responsible  co-payment  plan'  means  any  plan 

19  under  which,  on  average,  30  percent  of  the  cost  of 

20  health  benefits  provided  under  the  plan  is  borne  by 

21  employees  receiving  such  benefits.  For  purposes  of 

22  the  preceding  sentence,  benefits  for  well-baby  and 

23  prenatal  care  shall  not  be  taken  into  account. 


,  'HR  1665  ;IH 


59 


38 

1  "(e)  Safe  Harbor  Plan  Defined. — For  purposes 

2  of  this  section,  the  term  'safe  harbor  plan'  means  any  plan 

3  under  which — 

4  ''(1)  the  average  monthly  employer  contribution 

5  to  the  plan  for  employees  enrolled  for  individual  cov- 

6  erage  does  not  exceed  $160,  and 

7  "(2)  the  average  monthly  employer  contribution 

8  to  the  plan  for  employees  enrolled  other  than  for  in- 

9  dividual  coverage  does  not  exceed  $300. 

10  "(f)  Other  Definitions. — For  purposes  of  this 

1 1  section — 

12  "(1)    Health   benefit    plan. — The  term 

13  'health  benefit  plan'  has  the  meaning  given  such 

14  term  by  section  4980C. 

15  "(2)  Employer  and  employee. — 

16  "(A)  Employee. — The  term  'employee'  in- 

17  eludes  a  former  employee  and  includes  a  self- 

18  employed   individual   (as   defined   in  section 

19  ■  401(c)(1)). 

20  "(B)  Employer. — ^An  individual  who  owns 

21  the  entire  interest  in  an  unincorporated  trade 

22  or  business  shall  be  treated  as  his  own  em- 

23  ployer.  A  partnership  shall  be  treated  as  the 

24  employer  of  each  piirtner  who  is  an  employee 

25  within  the  meaning  of  subparagraph  (A). 
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1  "(g)    Special    Rules. — For    purposes    of  this 

2  section — 

3  "(1)  Different  choices  of  coverage. — If  a 

4  group  of  1  or  more  employees  is  offered  a  choice  of 

5  coverage  which  differs  from  the  choice  of  coverage 

6  offered  to  another  group  of  employees,  each  such 

7  group  shall  be  treated  as  covered  by  a  separate  plan. 

8  ''(2)  Aggregation  of  benefits  where  em- 

9  PLOYEE  covered  BY  MORE  THAN  1  PLAN. — If  (but 

10  for  this  paragraph)  an  employee  would  be  covered 

11  during  any  month  under  more  than  1  health  benefit 

12  plan  of  the  employer,  then  all  such  plans  shall  be 

13  treated  as  1  plan  with  respect  to  such  employee  for 

14  such  month. 

15  "(3)  Certain  amounts  treated  as  em- 

16  PLOYER    CONTRIBUTIONS. — ^Any    employee  con- 

17  tribution  to  a  plan  shall  be  treated  for  purposes  of 

18  subsections  (d)(3)  and  (e)  as  an  employer  con- 

19  tribution  if  the  employee  had  the  election  to  have  the 

20  amount  of  the  contribution  paid  to  the  employee  in 

21  cash  pursuant  to  a  salary  reduction  agreement. 

22  "(4)  Related  employers. — Rules  similar  to 

23  the  rules  of  subsections  (b)  and  (c)  of  section  414 

24  shall  apply.". 
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1  (b)  Review  of,  and  Report  on,  Definition  of 

2  Managed  Care  Plan. — The  Secretary  of  Health  and 

3  Human  Services  shall,  not  later  than  3  years  after  the 

4  date  of  the  enactment  of  this  Act  and  periodically  there- 

5  after,  review  and  report  to  Congress  concerning  the  re- 

6  quirements  for  a  plan  to  be  a  managed  care  plan  under 

7  section  4980F  of  the  Internal  Revenue  Code  of  1986. 

8  Such  review  shall  take  into  account  changes  in  the  market- 

9  place  for  managed  care  products. 

10  (c)  Clerical  Amendment. — The  table  of  sections 

1 1  for  chapter  43  of  such  Code  is  amended  by  adding  at  the 

12  end  thereof  the  following  new  item: 

"Sec.  4980F.  Providing  of  health  benefits  other  than  through 
managed  care  plan.". 

13  SEC.  132.  EQUALIZATION  OF  TAX  BENEFITS  FOR  SELF-EM- 

14  PLOYED  PERSONS  UNDER  MANAGED  CARE 

15  PLANS. 

16  (a)  Increase  in  Deduction. — Paragraph  (1)  of 

17  section  162(1)  of  the  Internal  Revenue  Code  of  1986  (re- 

18  lating  to  special  rules  for  health  insurance  costs  of  self- 

19  employed  individuals)  is  amended — 

20  (1)  by  striking  "25  percent"  and  inserting  "the 

21  applicable  percentage   (determined  in  accordance 

22  with  the  following  table)",  and 

23  (2)  by  adding  at  the  end  thereof  the  following 

24  table: 
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In  the  case  of  taxable  The  applicable 

years  beginning  in:  percentage  is: 

1992    25 

1993    40 

1994    60 

1995   80 

1996  or  thereafter    100." 

1  (b)  Deduction  Made  Permanent. — Subsection  (1) 

2  of  section  162  of  such  Code  is  amended  by  striking  para- 

3  graph  (6). 

4  (c)  Deduction  Limited  to  Controlled-Cost 

5  Plans. — Subsection  (1)  of  section  162  of  such  Code  is 

6  amended  by  adding  at  the  end  thereof  the  following  new 

7  paragraph: 

8  "(6)  Deduction  limited  to  controlled- 

9  COST  PLANS. — No  deduction  shall  be  allowed  under 

10  paragraph  (1)  for  insurance  which  is  not  a  con- 

1 1  trolled-cost  health  benefit  plan  or  a  safe  harbor  plan 

12  (within  the  meaning  of  section  4980E)." 

13  (d)  Effective  Date. — The  amendments  made  by 

14  this  section  shall  apply  to  taxable  years  beginning  after 

15  December  31,  1991. 

16  SEC.133.  MANAGED  CARS  RIGHTS. 

17  (a)  Preemption  of  State  Law  Provisions. — Sub- 

18  ject  to  subsection  (c),  the  following  provisions  of  State  law 

19  are  preempted  and  may  not  be  enforced: 

20  (1)  Restrictions  on  reimbursement  rates 

21  OR  SELECTIVE   CONTRACTING. — ^Any  law  that  re- 

22  stricts  the  ability  of  a  carrier  to  negotiate  reimburse- 
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1  ment  rates  with  providers  or  to  contract  selectively 

2  with  one  provider  or  a  limited  number  of  providers. 

3  (2)  Restrictions  on  differential  finan- 

4  CIAL  INCENTIVES. — Any  law  that  limits  the  financial 

5  incentives  that  a  health  benefit  plan  may  require  a 

6  beneficiary  to  pay  when  a  non-plan  provider  is  used 

7  on  a  non-emergency  basis. 

8  (3)  Restrictions  on  utilization  review 

9  METHODS. — ^Any  law  that — 

10  (A)  prohibits  utilization  review  of  any  or 

11  all  treatments  and  conditions, 

12  (B)  requires  that  such  review  be  made  (i) 

13  by  a  resident  of  the  State  in  which  the  treat- 

14  ment  is  to  be  offered  or  by  an  individual  h- 

15  censed  in  such  State,  or  (ii)  by  a  physician  in 

16  any  particular  specialty  or  with  any  board  cer- 

17  tified  specialty  of  the  same  medical  specialty  as 

18  the  provider  whose  services  are  being  rendered, 

19  (C)  requires  the  use  of  specified  standards 

20  of  health  care  practice  in  such  reviews  or  re- 

21  quires  the  disclosure  of  the  specific  criteria  used 

22  in  such  reviews, 

23  (D)  requires  payments  to  providers  for  the 

24  expenses  of  responding  to  utilization  review  re- 

25  quests,  or 
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1  (E)  imposes  liability  for  delays  in  perform- 

2  ing  such  review. 

3  Nothing  in  subparagraph  (B)  shall  be  construed  as 

4  prohibiting  a  State  from  (i)  requiring  that  utilization 

5  review  be  conducted  by  a  licensed  health  care  profes- 

6  sional  or  (ii)  requiring  that  any  appeal  from  such  a 

7  review  be  made  by  a  licensed  physician  or  by  a  li- 

8  censed  physician  in  any  particular  specialty  or  with 

9  any  board  certified  specialty  of  the  same  medical 

10  specialty  as  the  provider  whose  services  are  being 

11  rendered. 

12  (b)  GAO  Study.— 

13  (1)  In  general. — The  Comptroller  General 

14  shall  conduct  a  study  of  the  benefits  and  cost  effec- 

15  tiveness  of  the  use  of  managed  care  in  the  delivery 

16  of  health  services. 

17  (2)  Report. — By  not  later  than  4  years  after 

18  the  date  of  the  enactment  of  this  Act,  the  Comptrol- 

19  ler  General  shall  submit  a  report  to  Congress  on  the 

20  study  conducted  under  paragraph  (1)  and  shall  in- 

21  elude  in  the  report  such  recommendations  (including 

22  whether  the  provisions  of  subsection  (a)  should  be 

23  extended)  as  may  be  appropriate. 
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1  (c)  Sunset. — Unless  otherwise  provided,  subsection 

2  (a)  shall  not  apply  5  years  after  the  date  of  the  enactment 

3  of  this  Act. 

4  Subtitle  C — Study  and  Report 

5  SEC.  141.  STUDY  AND  REPORT  ON  IMPACT. 

6  (a)  Study. — The  Secretary  of  Health  and  Human 

7  Services  shall  provide  for  a  study  of  the  impact  of  the 

8  changes  made  by  this  title  on — 

9  (1)  increasing  access  to  health  care, 

10  (2)  the  number  of  employees  of  small  employers 

1 1  who  do  not  have  health  insurance  coverage, 

12  (3)  the  cost  of  small  employer  health  benefit 

13  plans,  and 

14  (4)  the  effectiveness  of  MedAccess  plans. 

15  (b)  Report. — Not  later  than  2  years  after  the  first 

16  date  provided  in  section  101(b),  the  Secretary  shall  submit 

17  to  Congress  a  report  on  the  study  conducted  under  sub- 

18  section  (a).  The  Secretary  shall  include  in  the  report  such 

19  recommendations  for  changes  in  the  provisions  of  this  title 

20  as  the  Secretary  deems  appropriate. 
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1  TITLE  II— ENCOURAGING  EXPAN- 

2  SION  OF  SERVICES  TO  THE 

3  POOR  AND  WORKING  POOR 

4  SEC.  201.  APPLICATION  OF  FEDERAL  TORT  CLAIMS  ACT  TO 

5  COMMUNITY  AND  MIGRANT  HEALTH  CEN- 

6  TERS. 

7  (a)   ExcLUSiVENESS  OF  Remedy. — The  remedy 

8  against  the  United  States  provided  by  sections  1346(b) 

9  and  2672  of  title  28,  United  States  Code  (or  by  alternative 

10  benefits  provided  by  the  United  States  where  the  availabil- 

11  ity  of  such  benefits  precludes  a  remedy  under  section 

12  1346(b)  of  such  title)  for  damage  for  personal  injury,  in- 

13  eluding  death,  resulting  from  the  performance  of  medical, 

14  surgical,  dental,  or  any  other  health  care  or  health  care- 

15  related  function  by  any  protected  entity  (as  defined  in  sub- 

16  section  (h))  shall  be  exclusive  of  any  other  civil  action  or 

17  proceeding  by  reason  of  the  same  subject  matter  against 

18  the  person  whose  act  or  omission  gave  rise  to  the  claim. 


19  (b)  Defense  of  Action  or  Proceeding. — 

20  (1)  In  general. — The  Attorney  General  shall 

21  defend  any  civil  action  or  proceeding  brought  in  any 

22  court  against  protected  person  for  any  such  damage 

23  or  injury. 

24  (2)  Delivery  of  process. — ^Any  protected 

25  person  against  whom  such  civil  action  or  proceeding 
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1  is  brought  shall  deliver,  within  such  time  after  the 

2  date  of  such  or  knowledge  of  service  as  determined 

3  by  the  Attorney  General,  all  process  served  on  the 

4  person  or  an  attested  true  copy  thereof  to  whomever 

5  may  be  designated  by  the  Secretary  of  Health  and 

6  Human  Services  to  receive  such  paper  and  such  per- 

7  son  shall  promptly  furnish  copies  of  the  pleading 

8  and  process  therein  to  the  United  States  Attorney 

9  for  the  district  embracing  the  place  wherein  the  pro- 

10  ceeding  is  brought,  to  the  Attorney  General,  and  to 

11  the  Secretary. 

12  (c)  Procedure. — 

13  (1)  Removal. — On  a  certification  by  the  Attor- 

14  ney  General  that  subsection  (a)  is  applicable  to  the 

15  defendant,  any  civil  action  or  proceeding  against  the 

16  defendant  commenced  in  a  State  court  shall  be  re- 

17  moved  without  bond  at  any  time  before  trial  by  the 

18  Attorney  General  to  the  district  court  of  the  United 

19  States  for  the  district  and  division  embracing  the 

20  place  wherein  it  is  pending  and  the  proceeding  shall 

21  be  considered  a  tort  action  brought  against  the  Unit- 

22  ed  States  under  the  provisions  of  title  28,  United 

23  States  Code. 

24  (2)  Remand. — If  a  United  States  district  court 

25  determines,  on  a  hearing  on  a  motion  to  remand 
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1  held  before  a  trial  on  the  merits,  that  a  case  re- 

2  moved  under  paragraph  (1)  is  one  in  which  a  rem- 

3  edy  by  suit  within  the  meaning  of  subsection  (a)  is 

4  not  available  against  the  United  States,  the  case 

5  shall  be  remanded  to  the  State  court,  except  that 

6  where  such  a  remedy  is  precluded  because  of  the 

7  availability  of  a  remedy  through  proceedings  for 

8  compensation  or  other  benefits  from  the  United 

9  States  as  provided  by  any  other  provision  of  law,  the 

10  case  shall  be  dismissed,  but  in  the  event  the  running 

11  of  any  limitation  of  time  for  commencing,  or  filing 

12  an  application  or  claim  in,  such  proceedings  for  com- 

13  pensation  or  other  benefits  shall  be  considered  to 

14  have  been  suspended  during  the  pendency  of  the  civil 

15  action  or  proceeding  under  this  section. 

16  (d)  Compromise  or  Settlement  of  Claim. — The 

17  Attorney  General  may  compromise  or  settle  any  claim  as- 

18  serted  in  such  civil  action  or  proceeding  in  the  manner 

19  provided  in  section  2677  of  title  28,  United  States  Code, 

20  and  with  the  same  effect. 

21  (e)  Subrogation. — To  the  extent  that  any  protected 

22  person  is  insured  for  a  claim  of  the  type  described  in  sub- 

23  section  (a),  the  Federal  government  shall  be  subrogated. 

24  (f)  Certification. — ^With  respect  to  the  award  of  a 

25  grant  or  contract  imder  section  329  or  330  of  the  Public 
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1  Health  Service  Act,  the  Secretary  shall  certify  that  the 

2  entity  to  which  the  grant  or  contract  is  awarded  has — 

3  (1)  implemented  appropriate  policies  and  proce- 

4  dures  to  assure  against  malpractice  in  all  health  or 

5  health-related  functions  performed  by  such  entity; 

6  and 

7  (2)  no  history  of  claims  having  been  filed 

8  against  it  pursuant  to  this  section,  or,  if  such  a  his- 

9  tory  exists,  that  the  entity  has  fully  cooperated  with 

10  the  Attorney  General  in  defending  against  any  such 

11  claim  and  either  has  taken,  or  will  take,  such  correc- 

12  tive  steps  to  assure  against  such  claims  in  the  fu- 

13  ture,  such  as  the  adoption  of  a  risk  management 

14  program,  adoption  of  policies  and  procedures  de- 

15  signed  to  avoid  the  recurrence  of  any  incident  that 

16  gave  rise  to  the  claims,  and,  as  appropriate,  the  ter- 

17  mination  or  limitation  of  services  of  individuals 

18  whose  performance  gave  rise  to  a  claim. 

19  (g)  Effective  Date  and  Applicability. — This 

20  section  shall  become  effective  on  date  of  the  enactment 

21  of  this  Act,  and  shall  apply  to  claims  advanced  on  or  after 

22  that  date  in  any  civil  action  or  proceeding  brought  in  any 

23  court  against  any  health  center,  program,  project,  or  other 

24  entity  or  individual  covered  by  this  section. 
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1  (h)  Protected  Person  Defined. — In  this  section, 

2  the  term  * 'protected  person" — 

3  (1)  means  any  public  or  private  nonprofit 

4  health  center,  program,  project,  or  other  entity  re- 

5  ceiving  a  grant  or  contract  under  section  329  or  sec- 

6  tion  330  of  the  Public  Health  Service  Act,  and 

7  (2)  includes  any  individual  who  was  or  is  em- 

8  ployed  by  or  under  contract  to  such  a  center,  pro- 

9  gram,  project,  or  other  entity,  on  or  after  the  date 

10  of  the  enactment  of  this  Act  while  acting  within  the 

11  scope  of  employment  or  contract  of  such  individual, 

12  or  the  estate  of  such  an  individual. 

13  SEC.    202.    GRANT    PROGRAM    TO    PROMOTE  PRIMARY 

14  HEALTH  CARE  SERVICES  FOR  UNDERSERVED 

15  POPULATIONS. 

16  (a)  Authorization. — The  Secretary  of  Health  and 


17  Human  Services  shall  provide  for  a  program  of  grants  to 

18  migrant  and  community  health  centers  (receiving  grants 

19  or  contracts  under  section  329  or  330  of  the  Public  Health 

20  Service  Act)  in  order  to  promote  the  provision  of  primary 

21  health  care  services  for  under  served  individuals.  Such 

22  grants  may  be  used — 

23  (1)  to  promote  the  provision  of  off-site  services 

24  (through  means  such  as  mobile  medical  clinics); 
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1  (2)  to  improve  birth  outcomes  in  areas  with 

2  high  infant  mortaUty  and  morbidity; 

3  (3)  to  estabhsh  primary  care  clinics  in  areas 

4  identified  as  in  need  of  such  clinics;  and 

5  (4)  for  recruitment  and  training  costs  of  nec- 

6  essaiy  providers  and  operating  costs  for  unreim- 

7  bursed  services. 

8  (b)  Conditions. — (1)  Grants  under  this  subsection 

9  shall  only  be  made  upon  application,  approved  by  the  Sec- 

10  retary. 

11  (2)  The  amount  of  grants  made  under  this  section 

12  shall  be  determined  by  the  Secretary. 

13  (c)  Authorization  of  Appropriations. — There 

14  are  authorized  to  be  appropriated — 

15  (1)  in  fiscal  year  1992,  $300,000,000, 

16  (2)  in  fiscal  year  1993,  $600,000,000, 

17  (3)  in  fiscal  year  1994,  $900,000,000, 

18  (4)  in  fiscal  year  1995,  $1,200,000,000,  and 

19  (5)  in  fiscal  year  1996,  $1,500,000,000, 

20  to  carry  out  this  section.  Of  the  amounts  appropriated 

21  each  fiscal  year  under  this  section,  at  least  10  percent 

22  shall  be  used  for  grants  described  in  subsection  (a)(1)  and 

23  at  least  10  percent  shall  be  used  for  grants  described  in 

24  subsection  (a)(2). 
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1  (d)  Study  and  Report. — The  Secretary  shall  con- 

2  duct  a  study  of  the  impact  of  the  grants  made  under  this 

3  section  to  migrant  and  community  health  centers  on  ac- 

4  cess  to  health  care,  birth  outcomes,  and  the  use  of  emer- 

5  gency  room  services.  Not  later  than  2  years  after  the  date 

6  of  the  enactment  of  this  Act,  the  Secretary  shall  submit 

7  to  Congress  a  report  on  such  study  and  on  rec- 

8  ommendations  for  changes  in  the  programs  under  this  sec- 

9  tion  in  order  to  promote  the  appropriate  use  of  cost-effec- 

10  tive  outpatient  services. 

11  TITLE  III— PRESERVING  AND 

12  IMPROVING  QUALITY  OF  CARE 

1 3  SEC.  301.  HOSPITAL  MONITORING  SYSTEMS. 


14  (a)  Development  op  Standards. — 

15  (1)  In  general. — The  Secretary  of  Health  and 

16  Human  Services,  by  not  later  than  2  years  after  the 

17  date  of  the  enactment  of  this  Act,  shall  develop 

18  standards — 

19  (A)  for  a  common  set  of  hospital  clinical 

20  patient  data,  and 

21  (B)  for  the  confidential  transfer  of  data  in 

22  electronic  form. 

23  (2)  Advisory  panel. — The  standards  under 

24  paragraph  (1)  shall  be  established  in  consultation 

25  with  an  advisory  panel  composed  of  experts  in  rel- 
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1  evant  fields,  including  hospital  executives,  hospital 

2  data  base  managers,  physicians,  health  services  re- 

3  searchers,  insurers,  other  third-party  payors,  and 

4  representatives  of  labor  and  business. 

5  (3)  Report  to  congress. — Not  later  than  3 

6  years  after  the  date  of  the  enactment  of  this  Act,  the 

7  Secretary  shall  report  to  Congress  recommendations 

8  regarding  restructuring  the  medicare  peer  review 

9  quality  assurance  program  given  the  availability  of 

10  hospital  data  in  electronic  form. 

11  (b)  Requirement  for  Sharing  op  Hospital  In- 

12  FORMATION. — 

13  (1)  In  GENERAL.— Section  1866(a)(1)(F)  of  the 

14  Social  Security  Act  (42  U.S.C.  1395cc(a)(l)(F))  is 

15  amended  by  adding  at  the  end  the  following  new 

16  clause: 

17  ''(iii)  in  the  case  of  hospitals — 

18  *'(I)  must  maintain  clinical  data  in  elec- 

19  tronic  form  on  all  inpatients,  and 

20  "(II)  must  transmit,  electronically  to  the 

21  Secretary  or  a  utilization  and  quality  control 

22  peer  review  organization,  a  common  set  of  clini- 

23  cal  inpatient  hospital  data  (maintained  under 

24  subclause  (I))  relating  to  any  individual  who 

25  has  received  inpatient  hospital  services  for 
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1  which  pajrment  may  be  made  under  part  A  of 

2  this  title, 

3  in  accordance  with  the  standards  developed  under 

4  section  301(a)  of  the  Health  Equity  and  Access  Re- 

5  form  Today  Act  of  1991,". 

6  (2)  Effective  date. — The  amendment  made 

7  by  paragraph  (1)  shaU  be  effective  for  participation 

8  agreements  as  of  8  years  after  the  date  of  the  enact- 

9  ment  of  this  Act. 

10  (c)  Demonstrations  and  Research  on  Mon- 


11  itoring  and  Improving  Patient  Care. — The  Secretary 

12  shall  provide  grants  to  qualified  entities  to  demonstrate 

13  (and  conduct  research  concerning)  the  application  of  com- 

14  prehensive  information  systems — 

15  (1)  in  continuously  monitoring  patient  care,  and 

16  (2)  in  improving  patient  care. 

17  Up  to  $10,000,000  shall  be  available  each  fiscal  year  (be- 

18  ginning  with  fiscal  year  1994  and  ending  with  fiscal  year 

19  1998)  from  the  Federal  Hospital  Insurance  Trust  Fund 

20  for  grants  under  this  subsection. 

O 
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102D  CONGRESS     W  W    wy  O/? 

1ST  Session  ri.tV.OOZO 

To  amend  the  Social  Security  Act  and  the  Internal  Revenue  Code  of  1986 
to  provide  for  improvements  in  health  insurance  coverage  through  em- 
ployer health  insurance  reform,  for  health  care  cost  containment,  for 
improvements  in  medicare  prevention  benefits,  and  for  other  purposes. 


IN  THE  HOUSE  OP  REPRESENTATIVES 

October  24,  1991 

Mr.  ROSTEXKOWSKI  introduced  the  following  bill;  which  was  referred  jointl}'^ 
to  the  Committees  on  Ways  and  Means  and  Energj^  and  Commerce 


A  BILL 

To  amend  the  Social  Security  Act  and  the  Internal  Revenue 
Code  of  1986  to  provide  for  improvements  in  health 
insurance  coverage  through  employer  health  insurance 
reform,  for  health  care  cost  containment,  for  improve- 
ments in  medicare  prevention  benefits,  and  for  other 
purposes. 

^  I  Be  it  enacted  hy  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE;  TABLE  OF  CONTENTS. 

4  (a)  Short  Title. — This  Act  may  be  cited  as  the 

5  "Health  Insurance  Reform  and  Cost  Control  Act  of 

6  1991". 
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(b)  Table  of  Contents. — The  table  of  contents  of 
this  Act  is  as  follows: 

See.  1.  Short  title;  table  of  contents. 

TITLE  I— INCREASE  IN  DEDUCTION  FOR  HEALTH  INSURANCE 
FOR  SELF-EMPLOYED  INDIVIDUALS 

Sec.  101.  Indefinite  extension  of  deduction  for  health  insurance  costs  of  self- 
employed  individuals. 
Sec.  102.  Increase  in  amount  of  deduction  for  years  after  1992. 

TITLE  II— IMPROVEMENTS  IN  HEALTH  INSURANCE  FOR  SIMALL 
EMPLOYERS 

Subtitle  A — Standards  And  Requirements  of  Small  Employer 
Health  Insurance  Reform 

Sec.  201.  Standards  and  requirements  of  small  employer  health  insurance. 

"TITLE  XXI— HEALTH  INSURANCE  STANDARDS 

"Part  A — Small  Employer  Health  Insurance  Standards 

"Subpart  1 — General  Standards;  Definitions 

"Sec.  2101.  Standards  and  requirements  of  small  employer  health  insur- 
ance. 

"Sec.  2102.  Establishment  of  standards. 
"Sec.  2103.  Definitions. 

"Subpart  2 — Small  Employer  Health  Insurance  Reform 

"Sec.  2111.  General  requirements  for  health  insurance  plans  issued  to 
small  employers. 

"Sec.  2112.  Requirements  related  to  restrictions  on  rating  practices. 
"Sec.  2113.  Requirements  for  small  employer  health  insurance  benefit 
package  offerings. 

Subtitle  B — Tax  Penalty  on  Noncomplying  Insurers 

Sec.  211.  Excise  tax  on  premiums  received  on  health  insurance  policies  which 
do  not  meet  certain  requirements. 

Subtitle  C — Studies  and  Reports 

Sec.  221.  GAO  study  and  report  on  rating  requirements  for  small  group  health 
insurance. 

TITLE  III— IMPROVEMENTS  IN  PORTABILITY  OF  PRIVATE 
HEALTH  INSURANCE 

Sec.  301.  Excise  tax  imposed  on  failure  to  provide  for  preexisting  condition. 
Sec.  302.  Prohibition  of  discrimination  based  on  health  status  for  certain  sei-v- 
ices. 

"Part  B — Prohibition  of  Discrimination  Based  on  Health  Status 
for  Certain  Services 
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"Sec.  2131.  In  general. 

"Sec.  2132.  Treatment  of  preexisting  condition  exclusions  for  all  services. 
"Sec.  2133.  Definitions. 

TITLE  IV— HEALTH  CARE  COST  CONTAINMENT 

Sec.  401.  Establishment  of  National  Health  Care  Cost  Commission. 
Sec.  402.  Establishment  of  optional  provider  payment  rates. 

TITLE  V— MEDICARE  PREVENTION  BENEFITS 

Sec.  501.  Coverage  of  colorectal  screening. 
Sec.  502.  Coverage  of  certain  immunizations. 
See.  503.  Coverage  of  well-child  care. 
Sec.  504.  Annual  screening  mammography. 

Sec.  505.  Demonstration  projects  for  coverage  of  other  preventive  services. 
Sec.  506.  OTA  study  of  process  for  review  of  medicare  coverage  of  preventive 
services. 

1  TITLE  I— INCREASE  IN  DEDUC- 

2  TION  FOR  HEALTH  INSUR- 

3  ANCE  FOR  SELF-EMPLOYED 

4  INDIVIDUALS 

5  SEC.  101.  INDEFINITE  EXTENSION  OF  DEDUCTION  FOR 

6  HEALTH   INSURANCE    COSTS    OF  SELF-EM- 

7  PLOYED  INDIVIDUALS. 

8  Subsection  (1)  of  section  162  of  the  Internal  Revenue 

9  Code  of  1986  (relating  to  special  rules  for  health  insur- 

10  ance  costs  of  self-employed  individuals)  is  amended  by 

11  striking  paragraph  (6). 

12  SEC.   102.   INCREASE   IN  AMOUNT  OF  DEDUCTION  FOR 

13  YEARS  AFTER  1992. 

14  (a)  General  Rule. — Section  162(1)  of  the  Internal 

15  Revenue  Code  of  1986  is  amended — 
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1  (1)  in  paragraph  (1),  by  striking  "25  percent 

2  of"  and  inserting  "the  apphcable  percentage  of", 

3  and 

4  (2)  by  adding  at  the  end  of  paragraph  (2)  the 

5  following  new  subparagraph: 

6  "(C)    Applicable     percentage. — For 

7  purposes  of  paragraph  (1) — 

"In  the  case  of  any  taxable 
year  beginning  in 

calendar  year:  The  applicable  percentage  is: 

1993    50 

1994    75 

1995  or  thereafter   100." 

8  (b)  Effective  Date. — The  amendment  made  by 

9  subsection  (a)  shall  apply  to  taxable  years  beginning  after 

10  December  31,  1992. 

11  TITLE     II— IMPROVEMENTS  IN 

12  HEALTH   INSURANCE  FOR 

13  SMALL  EMPLOYERS 

14  Subtitle    A — Standards    And  Re- 

15  quirements    of    Small  Em- 

16  ployer  Health  Insurance  Re- 

17  form 

18  SEC.  201.  STANDARDS  AND  REQUIREMENTS  OF  SMALL  EM- 

1 9  PLOYER  HEALTH  INSURANCE. 

20  The  Social  Security  Act  is  amended  by  adding  at  the 

21  end  the  following  new  title: 
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1  "TITLE  XXI— HEALTHTNSURA^CE  STANDARDS 

2  "Part  A — Small  Employer  Health  Insurance 

3  Standards 

4  "Subpart  1 — General  Standards;  Definitions 

5  "sec.  2101.  standards  and  requirements  of  small 

6  employer  health  insurance. 

7  "(a)  Approval  Required. — 

8  "(1)  In  general. — No  health  insurance  plan 

9  (as  defined  in  section  2103(a))  may  be  issued  on  or 

10  after  the  effective  date  specified  in  subsection  (d) 

11  (and  no  new  contract  may  be  offered  under  such 

12  plan  wdth  respect  to  any  small  employer  be^nning 

13  on  or  after  such  effective  date)  unless  the  plan  has 

14  been  certified  by  the  Secretary  (in  accordance  with 

15  such  procedures  as  the  Secretary  establishes)  or  ap- 

16  proved  by  a  State  re^latory  program  (approved 

17  under  subsection  (b))  as  meeting  the  standards  es- 

18  tablished  under  section  2102  by  such  effective  date. 

19  "(2)  Plan  disapproved. — If  the  Secretary  de- 

20  termines  that  a  health  insurance  plan  does  not  meet 

21  the  apphcable  requirements  of  this  part  on  or  after 

22  such  effective  date,  no  coverage  may  be  provided 

23  under  the  plan  to  individuals  not  enrolled  as  of  the 

24  date  of  the  determination  and  the  plan  may  not  be 

25  continued  for  plan  years  beginning  after  the  date  of 
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1  such  determination  until  the  Secretarj^  determines 

2  that  such  plan  is  in  compliance  \\dth  such  require- 

3  ments. 

4  "(b)  Certified  by  State  Approa^d  Prograjnis. — 

5  "(1)  In  general. — If  the  Secretars^  determines 

6  that  a  State  has  in  effect  an  effective  regulatoiy  pro- 

7  gram  for  the  apphcation  of  the  standards  established 

8  under  section  2102  to  health  insurance  plans,  the 

9  Secretars^  may  approve  such  progi^am  for  purposes  of 

10  certification  of  health  insurance  plans  under  this 

1 1  part. 

12  "(2)  Annual  reports. — ^As  a  condition  for  the 

13  continued  approval  of  such  a  regulator}^  program, 

14  the  State  shall  report  to  the  Secretar}^  annual^  such 

15  information  as  the  Secretar}^  may  require  wdth  re- 

16  spect  to  the  performance  of  the  program.  Such  infor- 

17  mation  shall  include  the  health  insurance  plans  cer- 

18  tified  under  the  program,  the  compliance  of  such 

19  plans  wdth  the  standards  established  under  section 

20  2102,  and  enforcement  actions  taken  to  ensure  such 

21  comphance. 

22  "(3)  Periodic  secretarial  re\^ew  of  state 

23  regulatory  prograims. — The  Secretar}^  annually 

24  shall  re\iew  State  regulators^  programs  approved 

25  under  paragraph  (1)  to  determine  if  they  continue  to 
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1  meet  and  enforce  the  standards  for  approval.  If  the 

2  Secretary  initially  determines  that  a  State  re^latory 

3  program  no  longer  meets  such  standards,  the  Sec- 

4  retary  shall  provide  the  State  an  opportunity  to 

5  adopt  such  a  plan  of  correction  that  would  bring 

6  such  program  into  compliance  with  such  standards. 

7  If  the  Secretary  makes  a  final  determination  that 

8  the  State  regulatory  program,  fails  to  meet  and  en- 

9  force  such  standards  after  such  an  opportunity,  the 

10  Secretary    shall    disapprove    such    program  and 

11  reassume  responsibility  for  certification  of  all  health 

12  insurance  plans  in  that  State. 

13  "(3)  GAO  AUDITS.— The  Comptroller  General 

14  shall  conduct  periodic  reviews  on  a  sample  of  State 

15  regulatory  programs  approved  under  paragraph  (1) 

16  to  determine  their  compliance  with  the  requirements 

17  of  such  paragraph.  The  Comptroller  General  shall 

18  report  to  the  Secretary  and  Congress  on  the  findings 

19  of  such  reviews. 

20  "(c)  Excise  Tax  Sanctions. — For  apphcation  of 

2 1  excise  tax  in  the  case  of  a  nonconforming  plan,  see  section 

22  5000A  of  the  Internal  Revenue  Code  of  1986. 

23  "(d)  Effective  Date. — The  effective  date  specified 

24  in  this  subsection  is  January  1,  1993s 
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1  "SEC.  2102.  ESTABLISHMENT  OF  STANDARDS. 

2  "(a)  Establishment  of  Standards. — The  Sec- 

3  retary  shall  develop  and  pubUsh,  by  not  later  than  October 

4  1,  1992,  specific  standards  to  implement  the  requirements 

5  of  this  part  and  part  B  and  to  be  applied  under  section 

6  5000A  of  the  Internal  Revenue  Code  of  1986. 

7  "(b)  More  Stringent  State  Standards  Per- 

8  MITTED. — Except  as  provided  in  section  2113(g),  a  State 

9  may  implement  standards  that  are  more  stringent  than 

10  the  standards  established  under  this  section  to  meet  the 

1 1  requirements  under  subpart  II  of  this  part. 

12  "(c)  Telephone  Information  System. — The  Sec- 

13  retary  shall  provide  for  the  estabhshment  of  a  toll-free 

14  telephone  information  and  complaint  system  which  pro- 

15  vides  for — 

16  "(1)  a  S3^stem  for  the  receipt  and  disposition  of 

17  consumer  complaints  or  inquiries  regarding  compli- 

18  ance  of  health  plans  with  the  requirements  of  this 

19  title,  and 

20  "(2)  information  to  small  employers  about  in- 

21  surers  that  offer  health  insurance  plans  that  meet 

22  the  requirements  of  this  title  in  the  area  of  the  em- 

23  ployers. 

24  "SEC.  2103.  DEFINITIONS. 

25  "(a)  Health  Insurance  Plan. — ^As  used  in  this 

26  title,  the  term  'health  insurance  plan'  means  any  hospital 
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1  or  medical  service  policy  or  certificate,  hospital  or  medical 

2  service  plan  contract,  health  maintenance  organization 

3  group  contract,  or  a  multiple  employer  welfare  arrange- 

4  ment,  but  does  not  include — 

5  "(1)  a  qualified  health  maintenance  organiza- 

6  tion  (as  defined  in  section  1310(d)  of  the  Public 

7  Health  Service  Act);  or 

8  ''(2)    any   of   the    following   offered    by  an 

9  insurer — 

10  "(A)  accident  only,  dental  only,  disability 

1 1  only  insurance,  or  long-term  care  only  insur- 

12  ance, 

13  "(B)  coverage  issued  as  a  supplement  to  H- 

14  ability  insurance, 

15  "(C)  workmen's  compensation  or  similar 

16  insurance,  or 

17  "(D)  automobile  medical-payment  insur- 

18  ance. 

19  "(b)  Insurer  and  Health  Maintenance  Organi- 

20  ZATION. — ^As  used  in  this  title: 

21  "(1)  Insurer. — The  term  'insurer'  means  any 

22  person  that  offers  a  health  insurance  plan  to  a  small 

23  employer. 

24  "(2)  Health  maintenance  organization. — 

25  The  term  'health  maintenance  organization'  has  the 
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1  meaning-  given  the  term  'eligible  organization'  in  sec- 

2  tion  1876(b)  of  the  Social  Security  Act. 

3  "(c)  General  Definitions. — As  used  in  this  title: 

4  "(1)  Applicable  regulatory  authority. — 

5  The  term  'applicable  regulatory  authority'  means, 

6  with  respect  to  a  health  insurance  plan  in  a  State 

7  ^^'ith  a  regulatory  program  approved  under  section 

8  2101(b),  the  State  commissioner  or  superintendent 

9  of  insurance  or  other  State  authority  responsible  for 

10  regulation  of  health  insurance. 

11  "(2)  Small  employer. — The  term  'small  em- 

12  plover'  means,  wdth  respect  to  a  calendar  year,  an 

13  employer  that  normally  employs  more  than  1  but 

14  less  than  51  ehgible  employees  on  a  typical  business 

15  day.  For  the  purposes  of  this  paragraph,  the  term 

16  'employee'  includes  a  self-employed  individual.  Sec- 

17  tion  5000A(b)(3)  of  the  Internal  Revenue  Code  of 

18  1986  shall  apply  for  purposes  of  the  preceding  sen- 

19  tence. 

20  "(3)  Eligible  employee. — The  term  'ehgible 

21  employee'  means,  with  respect  to  an  employer,  an 

22  employee  who  normally  performs  on  a  monthly  basis 

23  at  least  17V2  hours  of  service  per  week  for  that  em- 

24  plo}^r. 
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1  "Subpart  2 — Small  Employer  Health  Insurance  Reform 

2  "SEC.  2111.  GENERAL  REQUIREMENTS  FOR  HEALTH  INSUR- 

3  ANCE  PLANS  ISSUED  TO  SMALL  EMPLOYERS. 

4  ''(a)  Registration. — Each  insurer  shall  register 

5  with  the  Secretary  and  with  any  applicable  regulatory  au- 

6  thority  for  each  State  in  which  it  issues  or  offers  a  health 

7  insurance  plan  to  small  employers. 

8  ''(b)  Guaranteed  Eligibility. — 

9  ''(1)  In  GENERAL. — No  insurer  may  exclude 

10  from  coverage  any  eligible  employee,  the  spouse  or 

11  any  dependent  child  of  the  eligible  employee  to 

12  whom  coverage  is  made  available  by  a  small  em- 

13  ployer. 

14  ''(2)  Waiting  periods. — Paragraph  (1)  shall 

15  not  apply  to  any  period  an  ehgible  employee  is  ex- 

16  eluded  from  coverage  under  the  health  insurance 

17  plan  solely  by  reason  of  a  requirement  applicable  to 

18  all  employees  that  a  minimum  period  of  service  with 

19  the  small  employer  is  required  before  the  employee 

20  is  ehgible  for  such  coverage. 

21  "(c)  Guaranteed  Issue. — 

22  ''(1)  In  GENERAL. — Subject  to  the  succeeding 

23  provisions  of  this  subsection,  an  insurer  that  offers 

24  a  health  insurance  plan  to  small  employers  in  a  geo- 

25  graphic  area  in  a  community  must  offer  the  same 
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1  plan  to  any  other  small  employer  located  in  the  area. 

2  Such  requirement  shall  apply  on  a  continuous,  year- 

3  round  basis. 

4  "(2)  Treatment  of  health  ^maintenance 

5  organizations. — 

6  "(A)      Geographic      lbhtations. — 

7  health  maintenance  organization  may  deny  en- 

8  roUment  to  employees  (and  family  members)  of 

9  a  small  employer  if  the  employees  are  located 

10  outside  the  service  area  of  the  organization,  but 

1 1  only  if  such  denial  is  applied  uniformly  mthout 

12  regard  to  health  status  or  insurability. 

13  "(B)  Size  limits. — health  maintenance 

14  organization  may  apply  to  the  Secretary  to 

15  cease  enrolling  new  small  employer  groups  in  its 

16  health  insurance  plan  (or  in  a  geographic  area 

17  served  by  the  plan)  if — 

18  ''(i)  it  ceases  to  enroll  any  new  em- 

19  ployer  groups,  and 

20  "(ii)  it  can  demonstrate  that  its  fman- 

21  cial  or  administrative  capacity  to  serv^e  pre- 

22  viously  enrolled   groups   and  individuals 

23  (and  additional  individuals  who  \vill  be  ex- 

24  pected  to  enroll  because  of  affiliation  with 

25  such  previously  enrolled  groups)  will  be  im- 
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1  paired  if  it  is  required  to  enroll  new  em- 

2  ployer  groups. 

3  ''(3)  Grounds  for  refusal  to  renew. — 

4  "(A)  In  general. — ^An  insurer  may  refuse 

5  to  renew,  or  may  terminate,  a  health  insurance 

6  plan  under  this  part  only  for — 

7  ^'(i)  nonpayment  of  premiums, 

8  'Hii)  fraud  or  misrepresentation,  or 

9  "(iii)   failure  to  maintain  minimum 

10  participation  rates  (consistent  with  sub- 

11  paragraph  (B)). 

12  ''(B)  Minimum  participation  rates. — 

13  An  insurer  may  require,  with  respect  to  a 

14  health  insurance  plan  issued  to  a  small  em- 

15  ployer,  that  a  minimum  percentage  of  eligible 

16  employees  who  do  not  otherwise  have  health  in- 

17  surance  are  enrolled  in  such  plan,  so  long  as 

18  such  percentage  is  enforced  uniformly  for  all 

19  plans  offered  to  employers  of  comparable  size. 
20'  ''(d)  Minimum  Plan  Period. — ^An  insurer  may  not 

21  offer  to,  or  issue  with  respect  to,  a  small  employer  a  health 

22  insurance  plan  with  a  term  of  less  than  12  months. 

23  "(e)  Notices  and  Renewal  Periods. — 

24  "(1)  Notice  on  expiration. — ^An  insurer  pro- 

25  viding  health  insurance  plans  to  small  employers 
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1  shall  provide  for  notice,  at  least  60  days  before  the 

2  date  of  expiration  of  the  health  insurance  plan,  of 

3  the  terms  for  renewal  of  the  plan.  Except  with  re- 

4  spect  to  rates  and  administrative  changes,  the  terms 

5  of  renewal  (including  benefits)  shall  be  the  same  as 

6  the  terms  of  issuance. 

7  "(2)  Period  of  renewal. — The  period  of  re- 

8  newal  of  each  small  employer  health  plan  shall  be  for 

9  a  period  of  not  less  than  12  months. 

10  ''(f)  Guaranteed  Renewability. — 

11  ''(1)  In  general. — 

12  "(A)  General  rule. — Subject  to  the  suc- 

13  ceeding  provisions  of  this  subsection,  an  insurer 

14  shall  ensure  that  a  health  insurance  plan  issued 

15  to  a  small  employer  be  renewed,  at  the  option 

16  of  the  small  employer,  unless  the  plan  is  termi- 

17  nated  for  a  reason  specified  in  subparagraph 

18  (B)  or  in  subsection  (c)(3)(A). 

19  ''(B)  Termination  of  small  employer 

20  BUSINESS. — ^An  insurer  need  not  renew  a  health 

21  insurance  plan  with  respect  to  a  small  employer 

22  if  the  insurer— 

23  ''(i)  elects  not  to  renew  all  of  its 

24  health  insurance  plans  issued  to  small  em- 

25  ployers  in  a  State;  and 
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1  "(ii)  provides  notice  to  the  Secretary, 

2  any  applicable  regulatory  authority  in  the 

3  State,  and  to  each  small  employer  covered 

4  under  the  plan  of  such  termination  at  least 

5  180  days  before  the  date  of  expiration  of 

6  the  plan. 

7  In  the  case  of  such  a  termination,  the  insurer 

8  may  not  provide  for  issuance  of  any  health  in- 

9  surance  plan  to  a  small  employer  in  the  State 

10  during  the  5 -year  period  beginning  on  the  date 

11  of  termination  of  the  last  plan  not  so  renewed. 

12  "(g)  No  Discrimination  Based  on  Health  Sta- 


13  Tus  FOR  Certain  Services. — health  insurance  plan 

14  offered  to  a  small  employer  by  an  insurer  shall  meet  the 

15  requirements  of  part  B  (relating  to  prohibiting  discrimina- 

16  tion  based  on  health  status  for  certain  services). 

17  "SEC.  2112.  REQUIREMENTS  RELATED  TO  RESTRICTIONS 


18  ON  RATING  PRACTICES. 

19  "(a)  Limit  on  Variation  of  Reference  Premium 

20  Rates  Between  Blocks  of  Business. — 

21  "(1)  In  general. — The  index  rate  for  any 

22  block  of  business  of  an  insurer  may  not  exceed  the 

23  index  rate  for  any  other  block  of  business  by  more 

24  than  20  percent. 
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1  ''(2)  Exceptions. — Paragraph  (1)  shall  not 

2  apply  to  a  block  of  business  if — 

3  ''(A)  the  block  is  one  for  which  the  insurer 

4  does  not  reject,  and  never  has  rejected,  small 

5  employers  included  within  the  definition  of  em- 

6  ployers  eligible  for  the  block  of  business  or  oth- 

7  erwise  eligible  employees  and  dependents  who 

8  enroll  on  a  timely  basis,  based  upon  their  claims 

9  experience,  health  status,  industry,  or  occupa- 

10  tion, 

11  ''(B)  the  insurer  does  not  transfer,  and 

12  never  has  transferred,  a  health  insurance  plan 

13  involuntarily  into  or  out  of  the  block  of  busi- 

14  ness,  and 

15  ''(C)  the  block  of  business  is  currently 

16  available  for  purchase  at  the  time  an  exception 

17  to  paragraph  (1)  is  sought  by  the  insurer. 

18  "(b)  Use  of  Community  Eating  in  Premium 

19  Rates  Within  a  Block  of  Business. — 

20  "(1)  Limiting  variations  on  premium  to 

21  AGE  AND  SEX. — The  reference  premium  rate  charged 

22  for  a  health  insurance  plan  offered  to  small  employ- 

23  ers  within  a  community  (as  defined  under  the  plan 

24  consistent  with  paragraph  (3))  with  similar  benefits 

25  for  a  type  of  family  enrollment  (described  in  para- 
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1  graph  (4))  shall  be  the  same  for  all  small  employers 

2  in  the  same  block  of  business  in  the  community. 

3  ''(2)  Age  and  sex  adjustment  to  commu- 

4  nity-rating. — 

5  ''(A)  In  general. — Subject  to  subpara- 

6  graph  (B),  a  health  insurance  plan  offered  to  a 

7  small  employer  may  provide  for  an  adjustment 

8  to  the  reference  premium  rate  based  on  age  and 

9  gender  of  covered  individuals.  Any  such  adjust- 

10  ment  shall  be  applied  consistently  to  all  small 

1 1  employers. 

12  ''(B)  Limitation  on  adjustment. — The 

13  adjustment  under  subparagraph  (A)  may  not 

14  result,  with  respect  to  health  insurance  plans 

15  with  similar  benefits  in  a  community  in  a  block 

16  of  business,  in  premium  rates  that  vary  from 

17  the  index  rate  by  more  than  25  percent  of  the 

18  index  rate. 

19  ''(3)  Specification  of  community. — For  pur- 

20  poses  of  paragraph  (1),  no  insurer  may  use  a  geo- 

21  graphic  area  that  is  smaller  than  a  metropolitan  sta- 

22  tistical  area  as  a  community. 

23  "(4)  Types  of  family  enrollment. — Each 

24  health  insurance  plan  offered  to  a  small  employer 

25  shall  permit  enrollment  of  (and  shall  compute  pre- 
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1  miums  separately  for)  individuals  based  on  each  of 

2  the  following  beneficiary  classes: 

3  ''(A)  1  adult. 

4  "(B)  A  married  couple  without  children. 

5  ''(C)  A  married  couple  with  1  or  more  chil- 

6  dren,  or  1  adult  with  1  or  more  children. 

7  "(c)  Limit  on  Transfer  of  Employers  Among 

8  Blocks  of  Business. — 

9  "(1)  An  insurer  may  not  transfer  a  small  em- 

10  ploj^er  from  one  block  of  business  to  another  wdthout 

1 1  the  consent  of  the  employer. 

12  "(2)  An  insurer  may  not  offer  to  transfer  a 

13  small  employer  from  one  block  of  business  to  an- 

14  other  unless — 

15  "(A)  the  offer  is  made  without  regard  to 

16  age,  sex,  geography,  claims  experience,  health 

17  status,  industry,  occupation  or  the  date  on 

18  which  the  pohcy  was  issued,  and 

19  "(B)  the  same  offer  is  made  to  all  other 

20  small  employers  in  the  same  block  of  business. 

21  "(d)   Limits  on  Variation  in  Premium  In- 

22  CREASES. — The  percentage  increase  in  the  premium  rate 

23  charged  to  a  small  employer  for  a  new  rating  period  (de- 

24  termined  on  an  annual  basis)  may  not  exceed  the  sum  of 
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1  the  percentage  change  in  the  base  premium  rate  plus  5 

2  percentage  points. 


3  "(e)  Definitions. — In  this  section: 

4  ''(1)  Block  of  business. — 

5  "(A)  In  general. — Except  as  provided  in 

6  subparagraph  (B),  the  term  'block  of  business' 

7  means,  with  respect  to  an  insurer,  all  of  the 

8  small  employers  with  a  health  insurance  plan  is- 

9  sued  by  the  insurer  (as  shown  on  the  records  of 

10  the  insurer). 

11  "(B)  Distinct  groups. — distinct  group 

12  of  small  employers  with  health  insurance  plans 

13  issued  by  an  insurer  may  be  treated  as  a  block 

14  of  business  by  such  insurer  if  all  of  the  plans 

15  in  such  group — 

16  "(i)  are  marketed  primarily  by  direct 

17  mail  or  are  not  marketed  primarily  by  di- 

18  rect  mail, 

19  "(ii)  have  been  acquired  from  another 
2t)  insurer  as  a  distinct  group,  or 

21  ''(iii)  are  provided  through  an  associa- 

22  tion  with  membership  of  not  less  than  25 

23  small  employers  that  has  been  formed  for 

24  purposes  other  than  obtaining  health  in- 

25  surance. 
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1  "(2)    Index  rate. — The   term   'index  rate' 

2  means,  ^\dth  respect  to  a  block  of  business,  133 Vb 

3  percent  of  the  reference  premium  rate  for  the  block 

4  of  business. 

5  "(3)  Reference  premium  rate. — The  term 

6  'reference  premium  rate'  means,  for  each  block  of 

7  business  for  each  rating  period  in  a  community,  the 

8  lowest  premium  rate  charged  or  which  could  have 

9  been  charged,  for  the  most  favorable  actuarial  class, 

10  by  the  insurer  under  a  rating  system  for  that  block 

11  of  business  to  small  employers  in  the  community  for 

12  health  insurance  plans  the  same  or  similar  cov- 

13  erage. 

14  "(f)  Full  Disclosure  of  Rating  Practices. — 

15  "(1)  Ix  general. — ^At  the  time  an  insurer  of- 

16  fers  a  health  insurance  plan  to  a  small  employer,  the 

17  insurer  shall  fully  disclose  to  the  employer  all  of  the 

18  foIlo\\dng: 

19  "(A)  Rating  practices  for  small  employer 

20  health  insurance  plans,  including  rating  prac- 

21  tices  for  different  populations  and  benefit  de- 

22  signs. 

23  "(B)  The  extent  to  which  premium  rates 

24  for  the  small  employer  are  established  or  ad- 

25  justed  based  upon  the  actual  or  expected  vari- 
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1  ation  in  claims  costs  or  health  condition  of  the 

2  employees  and  of  such  small  employer  and  their 

3  dependents. 

4  "(C)  The  provisions  concerning  the  insur- 

5  er's  right  to  change  premium  rates,  the  extent 

6  to  which  premiums  can  be  modified,  and  the 

7  factors  which  affect  changes  in  premium  rates. 

8  "(2)  Notice  on  expiration. — ^An  insurer  pro- 

9  viding  health  insurance  plans  to  small  emploj^ers 

10  shall  provide  for  notice,  at  least  60  days  before  the 

11  date  of  expiration  of  the  health  insurance  plan,  of 

12  the  terms  for  renewal  of  the  plan. 

13  "(g)   Actuarial   Certification. — Each  insurer 


14  shall  file  annual^  with  the  Secretary  and  any  applicable 

15  regulatory  authority  a  written  statement  by  a  member  of 

16  the  American  Academ}^  of  Actuaries  (or  other  individual 

17  acceptable  to  such  authority)  that,  based  upon  an  exam- 

18  iuation  by  the  individual  which  includes  a  review  of  the 

19  appropriate  records  and  of  the  actuarial  assumptions  of 

20  the  insurer  and  methods  used  by  the  insurer  in  establish- 

21  ing  premium  rates  for  small  emploj^er  health  insurance 

22  plans — 

23  "(1)  the  insurer  is  in  compliance  with  the  appli- 

24  cable  provisions  of  this  section,  and 

25  "(2)  the  rating  methods  are  actuarially  sound. 
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1  Each  insurer  shall  retain  a  copy  of  such  statement  for  ex- 

2  amination  at  its  principal  place  of  business. 

3  "SEC.    2113.    REQUIREMENTS    FOR    SMALL  EMPLOYER 

4  HEALTH  INSURANCE  BENEFIT  PACKAGE  OF- 

5  FERINGS. 

6  "(a)  Standard  Benefit  Packages. — If  an  insurer 

7  offers  any  health  insurance  plan  to  small  employers  in  a 

8  State,  the  insurer  shall  also  offer  a  health  insurance  plan 

9  providing  for  the  standard  benefit  package  defined  in  sub- 
10  section  (b). 


11  "(b)  Standard  Benefit  Package. — 

12  "(1)  In  general. — Except  as  otherwise  pro- 

13  vided  in  this  subsection  and  subsections  (c),  (d),  and 

14  (e),  a  health  insurance  plan  providing  for  a  standard 

15  benefit  package  shall  be  limited  to  payment  for  the 

16  same  benefits  as  are  provided  under  title  XVIII  of 

17  individuals  entitled  to  benefits  under  part  A,  and  en- 

18  rolled  under  part  B,  of  such  title. 

19  "(2)  Unlimited  inpatient  hospital  serv- 

20  ICES  FOR  children. — For  children,  the  standard 

21  benefit  package  also  shall  include  payment  for  inpa- 
-22  tient  hospital  services  without  regard  to  any  da}^  lim- 

23  itations  under  subsections  (a)(1)  and  (b)(1)  of  sec- 

24  tion  1812. 

25  "(3)  Pregnancy-related  services. — 
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1  "(A)  In  general. — In  the  case  of  a  preg- 

2  nant  woman  (as  defined  in  subparagraph  (C), 

3  the  standard  benefit  package  shall  include  enti- 

4  tlement  to  have  pajmient  made  for  the  fol- 

5  lowing,  subject  to  the  periodicity  schedule  estab- 

6  lished  with  respect  to  the  services  under  sub- 

7  paragraph  (B): 

8  "(i)  Prenatal  care,  including  care  for 

9  all  complications  of  pregnancy. 

10  "(ii)  Inpatient  labor  and  deliver}^  sei-v- 

1 1  ices. 

12  "(iu)  Postnatal  care. 

13  "(iv)  Postnatal  family  planning  serv- 

14  ices. 

15  "(B)  Periodicity  schedule. — The  Sec- 

16  retary,  in  consultation  with  the  American  Col- 

17  lege  of  Obstetrics  and  Gynecology,  shall  estab- 

18  lish  a  schedule  of  periodicity  which  reflects  the 

19  general,  appropriate  frequency  with  which  serv- 

20  ices  listed  in  subparagraph  (A)  should  be  pro- 

21  vided  to  pregnant  women  without  complications 

22  of  pregnane}^ 

23  "(C)   Pregnant  woman  defined. — In 

24  this  paragraph,  the  term  'pregnant  woman' 

25  means  a  woman  during  pregnancy  and  until  the 
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1  end  of  the  month  in  which  the  60-day  period 

2  (beginning  on  the  date  of  termination  of  the 

3  pregnancy)  ends. 

4  "(c)  Deductible. — 

5  "(1)  In  general. — Except  as  provided  in  this 

6  subsection,  the  standard  benefit  package  the  deduct- 

7  ible  described  in  paragraph  (2)  shall  be  applied  in- 

8  stead  of  apphang  the  deductible  for  inpatient  hos- 

9  pital  services  under  the  first  sentence  of  section 

10  1813(a)(1)    and    the    deductible    under  section 

11  1833(b). 

12  "(2)  Deductible  amount. — 

13  "(A)  In  general. — For  purposes  of  this 

14  subsection,   the   deductible   described   in  this 

15  paragraph  is  $250. 

16  "(B)  Family  limit  of  $500. — In  the  case 

17  of  a  family,  the  deductible  under  subparagraph 

18  (A)  shall  not  apply  in  a  year  after  members  of 

19  the  family  (who  are  not  medicare  beneficiaries) 

20  have  collectively  had  expended  $500  towards 

21  such  deductible. 

22  "(C)  Indexing  of  dollar  amounts  of 

23  deductible. — The  dollar  amounts  specified  in 

24  subparagraphs  (A)  and  (B)  shall  each  be  in- 

25  creased  each  year  (beginning  with  second  3^ear 
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1  after  the  year  in  which  this  title  is  enacted)  by 

2  a  percentage  equal  to  the  percentage  increase  in 

3  the  contribution  and  benefit  base  (determined 

4  under  section  230)  from  the  year  before  the 

5  year  in  which  this  title  is  enacted  to  the  3^ear 

6  before  the  year  involved.  Any  such  increase 

7  shall  be  rounded  to  the  nearest  multiple  of  $5. 

8  "(3)  Deductible  does  not  apply  to  pre- 

9  \^NTRnE    services. — The    deductible  established 

10  under  this  subsection  does  not  apply  to  preventive 

1 1  sei-vices  provided  consistent  with  any  applicable  peri- 

12  odicit}^  schedules. 

13  "(d)  Coinsurance. — 

14  "(1)  No  coinsurance  for  preventr^  serv- 

15  ICES. — There  shall  be  no  coinsurance  under  the 

16  standard  benefit  package  in  the  case  of  preventive 

17  sei-vices  provided  consistent  with  any  applicable  peri- 

18  odicit}^  schedules. 

19  "(2)    No   COINSURANCE   FOR  INPATIENT  HOS- 

20  PITAL  SERVICES  FOR  CHILDREN. — There  shall  be  no 

21  coinsurance  under  the  standard  benefit  package  in 

22  the  case  of  inpatient  hospital  services  furnished  to 

23  children. 

24  "(e)  Limitation  on  Cost-Sharing. — 
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1  "(1)  Ix  GENERAL. — Under  the  standard  benefit 

2  package,  whenever  in  a  calendar  year  an  individual's 

3  or  family's  expenses  for  the  deductible  and  coinsur- 

4  ance  \\ith  respect  to  required  services  covered  under 

5  the  standard  benefit  package  and  furnished  during 

6  the  year  equals  $2,500  or  $3,000,  respectively,  pay- 

7  nient  of  benefits  under  the  package  for  the  individ- 

8  ual  or  family  for  required  senices  furnished  during 

9  the  remainder  of  the  year  shall  be  paid  \\ithout  the 

10  application  of  any  coinsurance. 

11  "(2)     IXDEXIXG     OF     DOLLAR     A^IOUXT  OF 

12  LDiiT. — The  dollar  amounts  specified  in  paragraph 

13  (1)  shall  be  increased  each  year  (beginning  with  the 

14  second  year  after  the  year  in  which  this  title  is  en- 

15  acted)  by  a  percentage  equal  to  the  percentage  in- 

16  crease  in  the  contribution  and  benefit  base  (deter- 

17  mined  under  section  230)  from  the  year  before  the 

18  year  in  which  this  title  is  enacted  to  the  year  before 

19  the  year  involved.  Any  such  increase  shall  be  round- 

20  ed  to  the  nearest  multiple  of  $5. 

21  "(f)  EXCLUSIOXS. — 

22  "(1)  Ix  GEXER.VL. — Except  as  provided  in  para- 

23  graph  (2).  section  1862(a)  shall  apply  to  exi^enses 

24  iiK-urred  for  items  and  senices  provided  under  the 

25  standard  benefit  package  in  the  same  manner  as 
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1  such  section  applies  to  items  and  services  provided 

2  under  title  XVIII. 

3  ''(2)  Preventive  services — In  applying  para- 

4  graph  (1),  in  the  case  of  preventive  services  provided 

5  consistent  with  the  appUcable  periodicity  schedule — 

6  "(A)  such  services  shall  be  considered  to  be 

7  reasonable  and  medically  necessary,  and 

8  "(B)   shall  not  be  subject  to  exclusion 

9  through  the  operation  of  paragraph  (1),  (7),  or 

10  (12)  of  section  1862(a)  (as  incorporated  under 

11  paragraph  (1))). 

12  "(3)  Use  of  same  national  coverage  deci- 

13  SION  RE^^[EW  process. — The  provisions  of  section 

14  1869(b)(3)  shall  apply  under  the  standard  benefit 

15  package  in  the  same  manner  as  they  apply  under 

16  title  XVIII. 

17  "(g)  Limited  Preemption  of  State  Mandated 

18  Benefits  for  the  Standard  Benefit  Package. — No 

19  State  ma}^  enforce  any  law  or  regulation  that  requires 

20  health  insurance  plans  which — 

21  "(1)   are  offered  to  small  employers  in  the 

22  State,  and 

23  "(2)  provide  only  the  standard  benefit  package, 
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1  to  include  any  specified  services,  category  of  care,  or  serv- 

2  ices  of  any  class  or  type  of  provider  that  is  different  from 

3  the  standard  benefit  package  under  this  section. 

4  "(h)  Preventive  Services  Defined. — In  this  sec- 

5  tion,  the  term  'preventive  services'  means  the  following 

6  items  and  services  furnished  in  accordance  with  any  appli- 

7  cable  periodicity  schedules: 

8  "(1)  Pregnancy- related  services  (described  in 

9  subsection  (b)(3)(A))). 

10  "(2)  Well-child  care   (as  defined  in  section 

11  1861(11)(1)). 

12  "(3)  Screening  mammography  (as  defined  in 

13  section  1861(jj)). 

14  "(4)  Screening  pap  smear  (as  defined  in  section 

15  1861(nn)). 

16  "(5)  Colorectal  cancer  screening  services. 

17  "(6)  Immunization  services  described  in  section 

18  1862(a)(1)(H). 

19  The  services  referred  to  in  paragraph  (5)  are  screening 

20  fecal-occult     blood     tests     and     screening  flexible 

2 1  sigmoidoscopies  provided  for  the  purpose  of  early  detection 

22  of  colon  cancer.". 
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1  Subtitle  B— Tax  Penalty  on 

2  Noncomplying  Insurers 

3  SEC.    211.    EXCISE    TAX    ON    PREMIUMS    RECEIVED  ON 

4  HEALTH  INSURANCE  POLICIES  WHICH  DO 

5  NOT  MEET  CERTAIN  REQUIREMENTS. 

6  (a)  In  General. — Chapter  47  of  the  Internal  Reve- 


7  nue  Code  of  1986  (relating  to  taxes  on  group  health  plans) 

8  is  amended  by  adding  at  the  end  thereof  the  following  new 

9  section: 

10  "SEC.  5000A.  FAILURE  TO  SATISFY  CERTAIN  STANDARDS 


1 1  FOR  HEALTH  INSURANCE. 

12  ''(a)  General  Rule. — 

13  "(1)  Title  xxi  standards. — 

14  "(A)  Tax. — In  the  case  of  any  person  issn- 

15  ing  a  health  insurance  plan  to  a  small  employer, 

16  there  is  hereby  imposed  a  tax  on  the  failure  of 

17  such  person  to  meet  at  any  time  during  any 

18  taxable  year  the  applicable  requirements  of  title 

19  XXI  of  the  Social  Security  Act. 

20  "(B)  Determination  of  violations. — 

21  The  Secretary  of  Health  and  Human  Services 

22  shall  determine  whether  any  person  meets  the 

23  requirements  of  such  title. 

24  "(2)  Small  employer  self-insuring  for 

25  HEALTH  BENEFITS. — In  the  case  of  a  small  em- 
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1  plo3'er,  there  is  hereby  imposed  a  tax  on  expendi- 

2  tures  for  a  health  plan  that  is  not  an  insured  health 

3  plan. 

4  "(b)  Ajmount  of  Tax. — 

5  "(1)  In  general. — 

6  "(A)     Title     xxi     standards. — The 

7  amount  of  tax  imposed  by  subsection  (a)(1)  b}^ 

8  reason  of  1  or  more  failures  during  a  taxable 

9  year  shall  be  equal  to  25  percent  of  the  gross 

10  premiums  received  during  such  taxable  3^ear 

11  with  respect  to  all  health  insurance  plans  issued 

12  to  small  employers  by  the  person  on  whom  such 

13  tax  is  imposed. 

14  "(B)    Small    employer  self-insur- 

15  ANCE. — The  amount  of  tax  imposed  by  sub- 

16  section  (a)(2)  by  reason  of  1  or  more  failures 

17  during  a  taxable  j^ear  shall  be  equal  to  25  per- 

18  cent  of  the  expenditures  under  any  uninsured 

19  health  plan  during  such  taxable  year. 

20  "(2)  Gross  premiums. — For  purposes  of  para- 

21  graph  (1),  gross  premiums  shall  include  any  consid- 

22  eration  received  with  respect  to  any  health  insurance 

23  plan. 

24  "(3)  Controlled  groups. — For  purposes  of 

25  paragraph  (1) — 
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1  "(A)    Controlled    group    of  cor- 

2  PORATIONS. — ^All  corporations  which  are  mem- 

3  bers  of  the   same  controlled  group  of  cor- 

4  porations  shall  be  treated  as  1  person.  For  pur- 

5  poses  of  the  preceding  sentence,  the  term  'con- 

6  trolled  group  of  corporations'  has  the  meaning 

7  given  to  such  term  by  section  1563(a),  except 

8  that— 

9  ''(i)  'more  than  50  percent'  shall  be 

10  substituted  for  'at  least  80  percent'  each 

11  place  it  appears  in  section  1563(a)(1),  and 

12  "(ii)  the  determination  shall  be  made 

13  without  regard  to  subsections  (a)(4)  and 

14  (e)(3)(C)  of  section  1563. 

15  "(B)  Partnerships,  proprietorships, 

16  ETC.,  WHICH  ARE  UNDER  COMMON  CONTROL. — 

17  Under  regulations  prescribed  by  the  Secretary, 

18  all  trades  or  business  (whether  or  not  incor- 

19  porated)  which  are  under  common  control  shall 

20  be  treated  as  1  person.  The  regulations  pre- 

21  scribed  under  this  subparagraph  shall  be  based 

22  on  principles  similar  to  the  principles  which 

23  apply  in  the  case  of  subparagraph  (A). 

24  "(c)  Limitation  on  Tax. — 
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1  "(1)  Tax  not  to  apply  where  failure  not 

2  discovered     exercising    reasonable  dili- 

3  GENCE. — No  tax  shall  be  imposed  by  subsection  (a) 

4  with  respect  to  any  failure  for  which  it  is  established 

5  to  the  satisfaction  of  the  Secretary  that  the  person 

6  on  whom  the  tax  is  imposed  did  not  know,  and  exer- 

7  cising  reasonable  diligence  would  not  have  known, 

8  that  such  failure  existed. 

9  "(2)  Tax  not  to  apply  where  failures 

10  CORRECTED  WITHIN  30  DAYS. — No  tax  shall  be  im- 

11  posed  by  subsection  (a)  with  respect  to  any  failure 

12  if— 

13  "(A)  such  failure  was  due  to  reasonable 

14  cause  and  not  to  willful  neglect,  and 

15  "(B)  such  failure  is  corrected  during  the 

16  30-day  period  beginning  on  the  1st  date  any  of 

17  the  persons  on  whom  the  tax  is  imposed  knew, 

18  or  exercising  reasonable  diligence  would  have 

19  known,  that  such  failure  existed. 

20  "(3)  Waiver  by  secretary. — In  the  case  of  a 

21  failure  which  is  due  to  reasonable  cause  and  not  to 

22  willful  neglect,  the  Secretary  may  waive  part  or  all 

23  of  the  tax  imposed  by  subsection  (a)  to  the  extent 

24  that  the  payment  of  such  tax  would  be  excessive  rel- 

25  ative  to  the  failure  involved. 
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1  "(d)  Definitions. — For  purposes  of  this  section: 

2  ''(1)  Health  insurance  plan. — The  term 

3  'health  insurance  plan'  has  the  meaning  given  such 

4  term  in  section  2103  of  the  Social  Security  Act. 

5  ''(2)  Small  employer. — The  term  'small  em- 

6  ployer'  means,  with  respect  to  a  calendar  year,  an 

7  employer  that  normally  employs  more  than  1  but 

8  less  than  51  eligible  employees  on  a  typical  business 

9  day.  For  the  purposes  of  this  paragraph,  the  term 

10  'employee'  includes  a  self-employed  individual.  Sub- 

11  section  (b)(3)  shall  also  apply  for  purposes  of  the 

12  preceding  sentence. 

13  "(3)  Eligible  employee. — The  term  'eligible 

14  employee'  means,  with  respect  to  an  employer,  an 

15  employee  who  normally  performs  on  a  monthly  basis 

16  at  least  17V2  hours  of  service  per  week  for  that  em- 

17  ployer." 

18  (b)  NONDEDUCTIBILITY  OF  Tax. — Paragraph  (6)  of 

19  section  275(a)  of  such  Code  (relating  to  nondeductibility 

20  of  certain  taxes)  is  amended  by  inserting  "47,"  after 

21  "46,". 

22  (c)  Clerical  Amendments. — The  table  of  sections 

23  for  such  chapter  47  is  amended  by  adding  at  the  end 

24  thereof  the  following  new  item: 

"Sec.  5000A  Failure  to  satisfy  certain  standards  for  health  insur- 
ance.". 
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1  (d)  Effective  Dates. — 

2  (1)  In  general. — The  amendments  made  by 

3  subsections  (a)  and  (c)  shall  take  effect  on  the  date 

4  of  the  enactment  of  this  Act. 

5  (2)  NONDEDUCTIBILITY  OF  TAX. — The  amend- 

6  ment  made  by  subsection  (b)  shall  apply  to  taxable 

7  years  beginning  after  December  31,  1991. 

8  Subtitle  C — Studies  and  Reports 

9  SEC.  221.  GAO  STUDY  AND  REPORT  ON  RATING  REQUIRE- 

10  MENTS  FOR  SMALL  GROUP  HEALTH  INSUR- 

1 1  ANCE. 

12  The  Comptroller  General  of  the  United  States  shall 

13  study  and  report  to  the  Congress  by  no  later  than  January 

14  1,  1995,  on  the  impact  of  the  standards  for  rating  prac- 

15  tices  for  small  group  health  insurance  established  under 

16  section  2112  of  the  Social  Security  Act  on  the  availabihty 

17  and  price  of  insurance  offered  to  small  employers.  The 

18  study  shall  also  include  the  Comptroller  General's  rec- 

19  ommendations  for  adjusting  the  rating  standards  to  elimi- 

20  nate  variation  in  premiums  associated  with  demographic 

21  factors. 
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1  TITLE    III— IMPROVEMENTS  IN 

2  PORTABILITY  OF  PRIVATE 

3  HEALTH  INSURANCE 

4  SEC.  301.  EXCISE  TAX  IMPOSED  ON  FAILURE  TO  PROVIDE 

5  FOR  PREEXISTING  CONDITION. 

6  Section  5000A  of  the  Internal  Revenue  Code  of  1986 

7  (relating  to  taxes  on  group  health  plans),  as  added  by  sec- 

8  tion  211(a)  of  this  Act,  is  amended — 

9  (1)  in  subsection  (a)(1)(A),  by  inserting  ''or 

10  any  group  health  plan"  after  "to  a  small  employer"; 

11  (2)  in  subsection  (b)(1)(A),  by  inserting  before 

12  the  period  at  the  end  the  following:  ''or  (in  the  case 

13  of  a  violation  of  a  requirement  of  part  B  of  title  XXI 

14  of  such  Act)  with  respect  to  all  group  health  plans 

15  issued  by  the  person  on  whom  such  tax  is  imposed"; 

16  (3)  in  subsection  (b)(2),  by  inserting  "or  (in  the 

17  case  of  a  violation  of  a  requirement  of  part  B  of  title 

18  XXI  of  such  Act)  group  health  plans"  after  "health 

19  insurance  plans"; 

20  (4)  in  subsection  (d) — 

21  (A)  in  paragraph  (4),  by  inserting  before 

22  the  period  at  the  end  the  following:  "and 

23  means,  with  respect  to  a  violation  of  a  require- 

24  ment  of  part  B  of  title  XXI  of  the  Social  Secu- 
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1  rity  Act,  an  entity  offering  a  group  health 

2  plan";  and 

3  (B)  by  adding  at  the  end  the  following  new 

4  paragraph: 

5  "(5)  Group  health  plan— The  term  'group 

6  health  plan'  has  the  meaning  given  such  term  in  sec- 

7  tion  5000(b)(1).". 

8  SEC.  302.  PROHIBITION  OF  DISCRIMINATION  BASED  ON 

9  HEALTH  STATUS  FOR  CERTAIN  SERVICES. 

10  (a)  In  General. — Title  XXI  of  the  Social  Security 

11  Act,  as  added  by  section  211(a)  of  this  Act,  is  amended 

12  by  adding  at  the  end  the  following  new  part: 

13  "Part  B — Prohibition  of  Discrimination  Based  on 

14  Health  Status  for  Certain  Services 

15  "sec.  2131.  in  general. 

16  "Except  as  provided  under  section  2132,  group 


17  health  plans  may  not  deny,  limit,  or  condition  the  coverage 

18  under  (or  benefits  of)  the  plan  with  respect  to  standard 

19  health  services  based  on  the  health  status,  claims  experi- 

20  ence,  receipt  of  health  care,  medical  history,  or  lack  of  evi- 

21  dence  of  insurability,  of  an  individual. 

22  "SEC.  2132.  TREATMENT  OF  PREEXISTING  CONDITION  EX- 

23  CLUSIONS  FOR  ALL  SERVICES. 

24  "(a)  In  general. — Subject  to  the  succeeding  provi- 

25  sions  of  this  section,  group  health  plans  may  exclude  cov- 
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1  erage  with  respect  to  standard  health  services  related  to 

2  treatment  of  a  preexisting  condition,  but  the  period  of 

3  such  exclusion  may  not  exceed  6  months.  The  exclusion 

4  of  coverage  shall  not  apply  to  services  furnished  to 

5  newborns. 


6  ''(b)  Crediting  of  Previous  Coverage. — 

7  ''(1)  In  general. — group  health  plan  shall 

8  provide  that  if  an  individual  under  such  plan  is  in 

9  a  period  of  continuous  coverage  (as  defined  in  para- 

10  graph  (2) (A))  with  respect  to  particular  sei-vices  as 

11  of  the  date  of  initial  coverage  under  such  plan  (de- 

12  termined  without  regard  to  any  waiting  period  under 

13  such  plan),  any  period  of  exclusion  of  coverage  with 

14  respect  to  a  preexisting  condition  for  such  services 

15  or  type  of  services  shall  be  reduced  by  1  month  for 

16  each  month  in  the  period  of  continuous  coverage. 

17  "(2)  Definitions. — ^As  used  in  this  section: 

18  ''(A)    Period    of    continuous  cov- 

19  ERAGE. — The  term  'period  of  continuous  cov- 

20  erage'  means,  with  respect  to  particular  serv- 

21  ices,  the  period  beginning  on  the  date  an  indi- 

22  vidual  is  enrolled  under  a  health  insurance  plan, 

23  title  XVIII  or  XIX  of  the  Social  Security  Act, 

24  or  other  health  benefit  arrangement  (including 

25  a  self-insured  plan)  which  provides  substantially 
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1  the  same  or  similar  benefits  with  respect  to 

2  such  services  and  ends  on  the  date  the  individ- 

3  ual  is  not  so  enrolled  for  a  continuous  period  of 

4  more  than  3  months. 

5  "(B)  Preexisting  condition. — The  term 

6  'preexisting  condition'  means,  with  respect  to 

7  coverage  under  a  group  health  plan,  a  condition 

8  which  has  been  diagnosed  or  treated  during  the 

9  3 -month  period  ending  on  the  day  before  the 

10  first  date  of  such  coverage. 

1 1  "SEC.  2133.  DEFINITIONS. 

12  "For  purposes  of  this  part: 

13  "(1)  Covered  individual. — The  term  'cov- 

14  ered  individual'  means — 

15  "(A)  an  individual  who  is  (or  will  be)  pro- 

16  vided  coverage  under  a  group  health  plan  by 

17  virtue  of  the  performance  of  services  by  the  in- 

18  dividual  for  1  or  more  persons  maintaining  the 

19  plan  (including  as  an  employee  defined  in  sec- 

20  tion  401(c)(1)  of  the  Internal  Revenue  Code  of 

21  1986),  and 

22  "(B)  the  spouse  or  any  dependent  child  of 

23  such  individual. 
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1  "(2)  Group  health  plan. — The  term  'group 

2  health  plan'  has  the  meaning  given  such  term  by 

3  section  5000(b)(1). 

4  "(3)  Standard  health  services. — The  term 

5  'standard  health  services'  means  services  for  which 

6  benefits  are  available  under  the  standard  benefit 

7  package  under  section  2113(b).". 

8  (b)  Effective  Date. — The  amendments  made  by 

9  this  section  shall  apply  to  plan  years  beginning  after  De- 

10  cember  31,  1992. 

11  TITLE  IV— HEALTH  CARE  COST 

12  CONTAINMENT 

13  SEC.  401.  ESTABLISHMENT  OF  NATIONAL  HEALTH  CARS 

14  COST  COMMISSION. 

15  (a)  Establishment. — 

16  (1)  In  general. — There  is  hereby  estabhshed 

17  within  the  Department  of  Health  and  Human  Serv- 

18  ices  a  National  Health  Care  Cost  Commission  (in 

19  this  title  referred  to  as  the  "Commission"). 

20  (2)  Composition. — 

21  (A)  In  general. — The  Commission  shall 

22  be  composed  of  11  members,  appointed  by  the 

23  President  by  and  with  the  advice  and  consent  of 

24  the  Senate.  The  President  shall  first  appoint 

25  members  to  the  Commission  by  not  later  than 


•HR  3626  ,IH 


114 


40 

1  6  months  after  the  date  of  the  enactment  of 

2  this  Act. 

3  (B)  Representation. — The  membership 

4  of  the  Commission  shall  include  individuals  with 

5  national  recognition  for  their  expertise  in  health 

6  insurance,  health  economics,  health  care  pro- 

7  vider  payment,  and  related  fields.  In  appointing 

8  individuals,   the   President   shall   assure  rep- 

9  resentation  of  consumers  of  health  services, 

10  large  and  small  employers,  labor  organizations, 

11  health  care  providers,  and  health  care  insurers. 

12  (b)  Terms. — Members  of  the  Commission  shall  be 


13  appointed  to  serve  for  terms  of  3  years,  except  that  the 

14  terms  of  the  members  first  appointed  shall  be  staggered 

15  so  that  the  terms  of  no  more  than  4  members  expire  in 

16  any  year.  The  term  of  the  Chairman  shall  be  coincident 

17  with  the  term  of  the  President.  Individuals  appointed  to 

18  fill  a  vacancy  created  in  the  Commission  shall  be  ap- 

19  pointed  for  the  remainder  of  the  term. 


20  (c)  Duties. — 

21  (1)  Annual  report. — The  Commission  shall 

22  report  annually  to  the  President  and  the  Congress 

23  on  national  health  care  costs.  Such  report  shall  be 

24  made  by  June  1  of  each  year  and  shall  include  infor- 

25  mation  on — 
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1  (A)  increases  in  public  and  private  health 

2  care  spending  by  type  of  health  care  service,  by 

3  geographic  region,  and  by  source  of  payment; 

4  (B)  increases  in  the  cost  of  private  health 

5  insurance  coverage;  and 

6  (C)  factors  contributing  to  increases  in 

7  health  care  costs. 

8  (2)  Review  of  payment  rates. — The  Com- 

9  mission  shall  review  payment  rates  established  by 

10  the  Secretary  under  section  402(b)  and  make  rec- 

1 1  ommendations  to  the  Secretary  regarding  the  appro- 

12  priateness  of  such  rates. 

13  (d)  Miscellaneous. — 

14  (1)  Authority. — The  Commission  may — 

15  (A)  employ  and  fix  compensation  of  an  Ex- 

16  ecutive  Director  and  such  other  personnel  (not 

17  to  exceed  25)  as  may  be  necessary  to  carr}^  out 

18  its  duties  (without  regard  to  the  provisions  of 

19  title  5,  United  States  Code,  governing  appoint- 

20  ments  in  the  competitive  service); 

21  (B)  seek  such  assistance  and  support  as 

22  may  be  required  in  the  performance  of  its  du- 

23  ties  from  appropriate  Federal  departments  and 

24  agencies; 
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1  (C)  enter  into  contracts  or  make  other  ar- 

2  rangements,  as  may  be  necessary  for  the  con- 

3  duct  of  the  work  of  the  Commission  (without 

4  regard  to  section  3709  of  the  Revised  Statutes 

5  (41  U.S.C.  5));  and 

6  (D)  make  advance,  progress,  and  other 

7  payments  which  relate  to  the  work  of  the  Com- 

8  mission. 

9  (2)   Compensation. — ^While  serving  on  the 

10  business  of  the  Commission  (including  traveltime),  a 

11  member  of  the  Commission  shall  be  entitled  to  com- 

12  pensation  at  the  per  diem  equivalent  of  the  rate  pro- 

13  \ided  for  level  IV  of  the  Executive  Schedule  under 

14  section  5315  of  title  5,  United  States  Code;  and 

15  while  so  serving  away  from  the  member's  home  and 

16  regular  place  of  business,  a  member  may  be  allowed 

17  travel  expenses^  as  authorized  by  the  Chairman  of 

18  the  Commission.  Physicians  serving  as  personnel  of 

19  the  Commission  may  be  provided  a  physician  com- 

20  parability  allowance  by  the  Commission  in  the  same 

21  manner  as  Government  physicians  may  be  provided 

22  such  an  allowance  by  an  agency  under  section  5948 

23  of  title  5,  United  States  Code,  and  for  such  purpose 

24  subsection  (i)  of  such  section  shall  apply  to  the  Com- 
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1  mission  in  the  same  manner  as  it  applies  to  the  Ten- 

2  nessee  Valley  Authority. 

3  (3)  Access  to  information,  etc. — The  Com- 

4  mission  shall  have  access  to  such  relevant  informa- 

5  tion  and  data  as  may  be  available  from  appropriate 

6  Federal  agencies  and  shall  assure  that  its  activities, 

7  especially  the  conduct  of  original  research  and  medi- 

8  cal  studies,  are  coordinated  with  the  activities  of 

9  Federal  agencies.  The  Commission  shall  be  subject 

10  to  periodic  audit  by  the  General  Accounting  Office. 

11  (4)  Authorization  of  appropriations. — 

12  There  are  authorized  to  be  appropriated  such  sums 

13  as  may  be  necessary  to  carry  out  this  section. 

14  sec.  402.  establishment  of  optional  provider  pay- 

15  ment  rates. 

16  (a)  Establishment  of  Rates. — 

17  (1)  In  general. — The  Secretary  shall  estab- 

18  lish,  for  each  class  of  provider  (as  defined  in  sub- 

19  section  (f))  by  not  later  than  October  1  before  the 
20^  beginning  of  each  year  (beginning  with  1994),  op- 

21  tional  payment  rates  for  hospital,  physician,  and 

22  other  health  items  and  services  furnished  during  the 

23  3^ear. 

24  (2)  Review  before  promulgation. — Before 

25  promulgating  such  rates,  the  Secretary  shall  provide 
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1  the  Commission  with  the  opportunity  to  review  the 

2  proposed  rates  and  to  make  recommendations  with 

3  respect  to  such  rates. 

4  (b)  Payment  Basis. — The  payment  rates  estabhshed 

5  under  subsection  (a)  shall  be  based  on  payment  rates  and 

6  methodologies  (including  payment  for  inpatient  hospital 

7  ser-xices  on  the  basis  of  per  discharge  payments  relating 

8  to  diagnosis-related  groups  and  payment  for  physicians' 

9  services  based  on  a  resource-based  relative  value  scale) 

10  used  under  title  XVIII  of  the  Social  Security  Act,  with 

11  appropriate  adjustment  to  reflect  differences  in  the  bene- 

12  fits  and  populations  served.  Such  methodologies  for  pa}^- 

13  ment  for  inpatient  and  outpatient  hospital  services  shall 

14  provide  for  an  adjustment  to  take  into  account  the  costs 

15  incurred  by  hospitals  in  providing  care  for  which  no  pay- 

16  ment  or  only  partial  payment  of  the  applicable  payment 

17  rate  is  made. 

18  (e)  Optional  Application  of  Rates. — In  the  ease 

19  of  any  purchaser  (including  a  health  insurance  plan  or  an 

20  indi\idual)  that  incurs  a  liability  for  hospital,  physician, 

21  or  other  items  and  services  furnished  on  or  after  January 

22  1,  1994,  and  for  which  a  payment  rate  is  established 

23  under  subsection  (a),  if  the  purchaser — 

24  (1)  elects  to  make  payment  on  the  basis  of  such 

25  rate,  and 
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1  (2)  provides  (directly,  through  insurance,  or  a 

2  combination  of  both)  for  payment  on  a  timely  basis 

3  for  such  items  and  services  of  the  full  amount  pro- 

4  vided  under  such  rate  (or,  in  the  case  of  physicians' 

5  services,  a  rate  charged  that  does  not  exceed  a  maxi- 

6  mum  rate  specified  by  the  Secretary  consistent  with 

7  the  rules  on  hmitations  on  charges  for  physicians' 

8  services  under  section  1848(g)  of  the  Social  Security 

9  Act), 

10  the  purchaser  shall  be  considered  to  have  discharged  any 

1 1  liability  for  payment  for  such  items  and  services. 

12  (d)  Enforcement. — If  a  purchaser  indicates  to  a 

13  health  care  provider  (in  a  manner  specified  by  the  Sec- 

14  retary)  that  the  purchaser  is  electing  to  make  payment 

15  on  the  basis  of  rates  estabhshed  under  subsection  (a)  and 

16  the  pro\ider  (or  another  on  the  provider's  behalf)  seeks 

17  to  collect  amounts  in  excess  of  such  rates  (or  in  the  case 

18  of  physicians'  services,  the  maximum  rate  referred  to  in 

19  subsection  (c)(2)),  the  provider  is  subject  to  civil  money 

20  penalty  under  section  1128A(a)  of  such  Act  in  the  same 

21  manner  as  a  civil  money  penalty  may  be  imposed  under 

22  such  section  for  a  violation  described  in  paragraph  (2)  of 

23  such  section. 

24  (e)  Construction. — Nothing  in  this  section  shall  be 

25  construed  (1)  as  preventing  a  provider  from  charging  or 
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1  agreeing  to  accept  payments  for  items  and  services  at 

2  rates  less  than  the  rates  estabhshed  under  subsection  (a), 

3  or  (2)  as  preventing  a  State  from  estabhshing  uniform 

4  payment  rates  (or  maximum  charge  hmits)  for  one  or 

5  more  items  and  services. 

6  (f)  Class  of  Provider  Defined. — In  this  title,  the 

7  term  "class  of  provider"  means  hospitals,  physicians,  and 

8  such  other  classes  of  health  care  providers  as  the  Sec- 

9  retar\^  specifies  in  regulations. 

10  SEC.  403.  UNIFORM  CLAIMS  FORMS  AND  UNIFORM  REPORT- 

1 1  ING  STANDARDS. 

12  (a)  Uniform  Claims  Forms. — 

13  (1)  Development. — The  Secretar}^,  after  con- 

14  ^  sultation  with   the   Commission,   entities  offering 

15  group  health  plans,  and  health  care  providers,  shall 

16  develop  uniform  claims  forms  for  use  by  beneficiaries 

17  and  health  care  providers  in  submitting  claims  under 

18  group  health  plans  and  the  medicare  and  medicaid 

19  programs. 

20  (2)  Deadline. — Such  forms  shall  be  developed 

21  so  that  their  acceptance  by  group  health  plans  and 

22  the  medicare  and  medicaid  programs  ma}^  be  re- 

23  quired  for  services  furnished  on  or  after  Januar}^  1, 


24 


1994. 


25 


(b)  Uniform  Reporting  Standards. — 


J. 
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1  (1)  Development. — In  connection  with  the  de- 

2  velopment  of  rates  under  section  402,  the  Secretary 

3  shall  develop  standards  for  the  uniform  reporting  b}^ 

4  providers  of  health  care  services  of  information  (in 

5  a  form  that  does  not  identify  individual  patients) 

6  respecting — 

7  (A)  the  types  and  amounts  of  health  serv- 

8  ices  provided,  and 

9  (B)  the  costs  of  providing  such  services. 

10  (2)  Deadline. — Such  standards  shall  be  devel- 

11  oped  so  that  their  use  by  providers  may  be  required 

12  for  periods  beginning  on  or  after  January  1,  1993. 

13  TITLE  V— MEDICARE 

14  PREVENTION  BENEFITS 

15  SEC.  501.  COVERAGE  OF  COLORECTAL  SCREENING. 

16  (a)  In  General. — Section  1834  of  the  Social  Secu- 


17  rity  Act  (42  U.S.C.  1395m)  is  amended  by  inserting  after 

18  subsection  (c)  the  following  new  subsection: 

19  "(d)    Frequency   and   Payment   Limits  for 

20  Screening  Pecal-Occult  Blood  Tests  and  Screen- 

21  iNG  Flexible  Sigmoidoscopies. — 


22  "(1)     Screening     fecal-occult  blood 

23  TESTS. — 

24  "(A)  Payment  limit. — In  estabhshing  fee 

25  schedules  under  section  1833(h)  with  respect  to 
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1  screening  fecal-occult  blood  tests  provided  for 

2  the  purpose  of  early  detection  of  colon  cancer, 

3  except  as  provided  by  the  Secretary  under  para- 

4  graph  (3) (A),  the  payment  amount  established 

5  for  tests  performed — 

6  "(i)  in  1992  shall  not  exceed  $5;  and 

7  ''(ii)  in  a  subsequent  year,  shall  not 

8  exceed  the  limit  on  the  payment  amount 

9  established  under  this  subsection  for  such 

10  tests  for  the  preceding  year,  adjusted  by 

11  the  applicable  adjustment  under  section 

12  1833(h)  for  tests  performed  in  such  year. 

13  "(B)  Frequency  limit. — Subject  to  revi- 

14  sion  by  the  Secretary  under  paragraph  (3)(B), 

15  no  payment  may  be  made  under  this  part  for 

16  a  screening  fecal-occult  blood  test  provided  to 

17  an  individual  for  the  purpose  of  early  detection 

18  of  colon  cancer — 

19  "(i)  if  the  individual  is  under  50  years 

20  of  age;  or 

21  "(ii)  if  the  test  is  performed  within  11 

22  months  after  a  previous  screening  fecal-oc- 

23  cult  blood  test. 

24  "(2)     Screening     flexible  sigmoidos- 

25  COPIES. — 


•HR  3626  IH 


123 


49 

1  "(A)  Payment  amount. — The  Secretary 

2  shall  establish  a  payment  amount  under  section 

3  1848    with    respect    to    screening  flexible 

4  sigmoidoscopies  provided  for  the  purpose  of 

5  early  detection  of  colon  cancer  that  is  consistent 

6  with  payment  amounts  under  such  section  for 

7  similar  or  related  services,  except  that^  such 

8  payment  amount  shall  be  established  without 

9  regard  to  subsection  (a)(2)(A)  of  such  section. 

10  "(B)  Frequency  limit. — Subject  to  revi- 

11  sion  by  the  Secretary  under  paragraph  (3)(B), 

12  no  payment  may  be  made  under  this  part  for 

13  a  screening  flexible  sigmoidoscopy  provided  to 

14  an  individual  for  the  purpose  of  early  detection 

15  of  colon  cancer — 

16  "(i)  if  the  individual  is  under  50  years 

17  of  age;  or 

18  "(ii)  if  the  procedure  is  performed 

19  within  59  months  after  a  previous  screen- 

20  ing  flexible  sigmoidoscopy. 

21  "(3)  Reductions  in  payment  limit  and  re- 

22  vision  of  frequency. — 

23  "(A)  Reductions  in  payment  limit. — 

24  The  Secretary  shall  review  from  time  to  time 

25  the  appropriateness  of  the  amount  of  the  pay- 
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1  ment  limit  established  for  screening  fecal-occult 

2  blood  tests  under  paragraph  (1)(A).  The  Sec- 

3  retary  may,  with  respect  to  tests  performed  in 

4  a  year  after  1994,  reduce  the  amount  of  such 

5  limit  as  it  applies  nationally  or  in  any  area  to 

6  the  amount  that  the  Secretary  estimates  is  re- 

7  quired  to  assure  that  such  tests  of  an  appro- 

8  priate   quality   are   readily   and  conveniently 

9  available  during  the  year. 

10  "(B)  Revision  op  frequency. — 

11  "(i)  Review. — The  Secretary,  in  con- 

12  sultation  with  the  Director  of  the  National 

13  Cancer  Institute,  shall  review  periodical^ 

14  the  appropriate  frequency  for  performing 

15  screening    fecal-occult    blood    tests  and 

16  screening  flexible  sigmoidoscopies  based  on 

17  age  and  such  other  factors  as  the  Sec- 

18  retary  beheves  to  be  pertinent. 

19  "(ii)  Revision  of  frequency. — The 

20  Secretary,  taking  into  consideration  the  re- 

21  view  made  under  clause  (i),  may  revise 

22  from  time  to  time  the  frequency  with 

23  which  such  tests  and  procedures  may  be 

24  paid  for  under  this  subsection,  but  no  such 
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1  revision  shall  apply  to  tests  or  procedures 

2  performed  before  January  1,  1995. 

3  "(4)  Limiting  charges  of  nonparticipating 

4  physicians. — 

5  "(A)   In  general. — In  the  case  of  a 

6  screening  flexible  sigmoidoscopy  provided  to  an 

7  individual  for  the  purpose  of  early  detection  of 

8  colon  cancer  for  which  payment  may  be  made 

9  under  this  part,  if  a  nonparticipating  physician 

10  provides  the  procedure  to  an  individual  enrolled 

11  under  this  part,  the  physician  may  not  charge 

12  the  individual  more  than  the  limiting  charge  (as 

13  defined  in  subparagraph  (B),  or,  if  less,  as  de- 

14  fined  in  section  1848(g)(2)). 

15  "(B)   Limiting   charge   defined. — In 

16  subparagraph  (A),  the  term  'limiting  charge' 

17  means,  with  respect  to  a  procedure  performed — 

18  "(i)  in  1992,  120  percent  of  the  pay- 

19  ment  limit  established  under  paragraph 

20  (2)(A);  or 

21  "(ii)  after  1992,  115  percent  of  such 

22  applicable  limit. 

23  "(C)  Enforcement. — If  a  physician  or 

24  supplier  knowing  and  willfully  imposes  a  charge 

25  in  violation  of  subparagraph  (A),  the  Secretary 
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1  may  apply  sanctions  against  such  physician  or 

2  suppher      m      accordance  section 

3  1842(j)(2)/\ 

4  (b)  CoxFORmxG  A:\rEXD:\iEXTS. — (1)  Paragraphs 

5  (1)(D)  and  (2)(D)  of  section  1533(a)  of  such  Act  (42 

6  U.S.C.  13951(a))  are  each  amended  by  striking  "sub- 

7  section  (h)(1),""  and  inseiting  "subsection  (h)(1)  or  section 

8  lS34(d)(l)/'. 

9  (2)  Section  1833(h)(1)(A)  of  such  Act  (42  U.S.C. 

10  13951(h)(1)(A))  is  amended  by  striking  "The  Secretary"'' 

11  and  inserting  "Subject  to  paragi^aphs  (1)  and  (3) (A)  of 

12  section  1534(d),  the  Secretaiy'". 

13  (3)  Clauses  (i)  and  (ii)  of  section  1848(a)(2)(A)  of 

14  such  Act  (42  U.S.C.  1395w-4(a)(2)(A))  are  each  amended 

15  by  striking  "a  service"  and  inserting  "a  sei'\ice  (other 

16  than  a  screening  flexible  sigmoidoscopy  provided  to  an  in- 

17  dividual  for  the  pmpose  of  early  detection  of  colon  can- 

18  cer)". 

19  (4)  Section  1562(a)  of  such  Act  (42  U.S.C.  1395y(a)) 

20  is  amended — 

21  (A)  in  paragraph  (1) — 

22  (i)  in  subparagi^apli  (E),  by  striking  "and"" 

23  at  the  end. 

24  (ii)  in  subparagTaph  (F),  by  striking  the 

25  semicolon  at  the  end  and  inseiting  ".  and",  and 
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1  (iii)  by  adding  at  the  end  the  following  new 

2  subparagraph: 

3  "(G)  in  the  case  of  screening  fecal-occult 

4  blood       tests       and       screening  flexible 

5  sigmoidoscopies  provided  for  the  purpose  of 

6  early  detection  of  colon  cancer,  which  are  per- 

7  formed  more  frequently  than  is  covered  under 

8  section  1834(d);";  and 

9  (B)  in  paragraph  (7),  by  striking  "paragraph 

10  (1)(B)  or  under  paragraph  (1)(F)"  and  inserting 

11  "subparagraphs  (B),  (F),  or  (G)  of  paragraph  (1)". 

12  (c)  Effective  Date. — The  amendments  made  by 

13  this  section  shall  apply  to  screening  fecal-occult  blood  tests 

14  and  screening  flexible  sigmoidoscopies  performed  on  or 

15  after  January  1,  1992. 

16  SEC.  502.  COVERAGE  OF  CERTAIN  IMMUNIZATIONS. 

17  (a)  In  General.— Section  1861(s)(10)  of  the  Social 

18  Security  Act  (42  U.S.C.  1395x(s)(10))  is  amended— 

19  (1)  in  subparagraph  (A) — 

20  (A)   by   striking  subject   to  section 

21  4071(b)  of  the  Omnibus  Budget  Reconciliation 

22  Act  of  1987,",  and 

23  (B)  by  striking  ";  and"  and  inserting  a 

24  comma; 
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1  (2)  in  subparagraph  (B),  by  striking  the  semi- 

2  colon  at  the  end  and  inserting     and";  and 

3  (3)  by  adding  at  the  end  the  following  new  sub- 

4  paragraph: 

5  ''(C)  tetanus-diphtheria  booster  and  its  ad- 

6  ministration;". 

7  (b)      Limitation      on     Frequency. — Section 

8  1862(a)(1)  of  such  Act  (42  U.S.C.  1395y(a)(l)),  as 

9  amended  by  section  502(b)(4)(A),  is  amended — 

10  (1)  in  subparagraph  (F),  by  striking  "and"  at 

11  the  end; 

12  (2)  in  subparagraph  (G),  by  striking  the  semi- 

13  colon  at  the  end  and  inserting     and";  and 

14  (3)  by  adding  at  the  end  the  following  new  sub- 

15  paragraph: 

16  ''(H)  in  the  case  of  an  influenza  vaccine, 

17  which  is  administered  within  the  11  months 

18  after  a  previous  influenza  vaccine,  and,  in  the 

19  case  of  a  tetanus-diphtheria  booster,  which  is 

20  administered  within  the  119  months  after  a 

21  previous  tetanus-diphtheria  booster;". 

22  (c)  Conforming  Amendment. — Section  1862(a)(7) 

23  of  such  Act  (42  U.S.C.  1395y(a)(7)),  as  amended  by  sec- 

24  tion  502(b)(4)(B),  is  amended  by  striking  "or  (G)"  and 

25  inserting  "(G),  or  (H)". 


•HR  3626  m 


129 


55 

1  (d)  Effective  Date. — The  amendments  made  by 

2  this  section  shall  apply  to  influenza  vaccines  and  tetanus- 

3  diphtheria  boosters  administered  on  or  after  January  1, 

4  1992. 

5  SEC.  503.  COVERAGE  OF  WELL-CHILD  CARE. 

6  (a)  In  General. — Section  1861(s)(2)  of  the  Social 

7  Security  Act  (42  U.S.C.  1395x(s)(2))  is  amended— 

8  (1)  by  striking  ''and"  at  the  end  of  subpara- 

9  graph  (0); 

10  (2)  by  striking  the  semicolon  at  the  end  of  sub- 

11  paragraph  (P)  and  inserting     and";  and 

12  (3)  by  adding  at  the  end  the  following  new  sub- 

13  paragraph: 

14  "(Q)  well-child  services  (as  defined  in  sub- 

15  section  (11) (1))  provided  to  an  individual  entitled 

16  to  benefits  under  this  title  who  is  under  19 

17  years  of  age;". 

18  (b)  Services  Defined. — Section  1861  of  such  Act 
19.  (42  U.S.C.  1395x)  is  amended— 

20  (1)  by  redesignating  the  subsection  (jj)  added 

21  by  section  4163(a)(2)  of  the  Omnibus  Budget  Rec- 

22  onciliation  Act  of  1990  as  subsection  (kk);  and 

23  (2)  by  inserting  after  subsection  (kk)  (as  so  re- 

24  designated)  the  following  new  subsection: 
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1  "Well-Child  Services 

2  "(U)(l)  The  term  'well-child  services'  means  well- 

3  child  care,  including  routine  office  visits,  routine  immuni- 

4  zations  (including  the  vaccine  itself),  routine  laboratory 

5  tests,  and  preventive  dental  care,  provided  in  accordance 

6  with  the  periodicity  schedule  established  with  respect  to 

7  the  services  under  paragraph  (2). 

8  "(2)  The  Secretary,  in  consultation  vdth  the  Amer- 

9  ican  Academy  of  Pediatrics,  the  Advisory  Committee  on 

10  Immunization  Practices,  and  other  entities  considered  ap- 

11  propriate  by  the  Secretary,  shall  establish  a  schedule  of 

12  periodicity  which  reflects  the  appropriate  frequency  with 

13  which  the  services  referred  to  in  paragraph  (1)  should  be 

14  provided  to  healthy  children.". 

15  (c)    Conforming    Amendments. — (1)  Section 

16  1862(a)(1)  of  such  Act  (42  U.S.C.  1395y(a)(l)),  as 

17  amended   by   sections    501(b)(4)(A)    and    502(b),  is 

18  amended — 

19  (A)  in  subparagraph  (G),  by  striking  ''and"  at 

20  the  end; 

21  (B)  in  subparagraph  (H),  by  striking  the  semi- 

22  colon  at  the  end  and  inserting  ",  and";  and 

23  (C)  by  adding  at  the  end  the  following  new  sub- 

24  paragraph: 
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1  ''(I)   in  the  case  of  well-child  services, 

2  which  are  provided  more  frequently  than  is  pro- 

3  vided  under  the  schedule  of  periodicity  estab- 

4  lished     by     the     Secretary    under  section 

5  1861(11)(2)  for  such  services;". 

6  (2)   Section  1862(a)(7)  of  such  Act  (42  U.S.C. 

7  1395y(a)(7)),  as  amended  by  sections  502(b)(4)(B)  and 

8  503(c),  is  amended  by  striking  "or  (H)"  and  inserting 

9  "(H),  or  (I)". 

10  (d)  Effective  Date. — The  amendments  made  by 


11  this  section  shall  apply  to  well-child  services  provided  on 

12  or  after  January  1,  1992. 

13  SEC.  504.  ANNUAL  SCREENING  MAMMOGRAPHY. 

14  (a)    Annual    Screening    Mammography  for 

15  Women  Over  Age  64.— Section  1834(c)(2)(A)  of  the  So- 

16  cial    Security   Act    (42    U.S.C.    1395m(b)(2)(A))  is 

17  amended — 


18  (1)  in  clause  (iv),  by  striking  "but  under  65 

19  years  of  age,";  and 

20  (2)  by  striking  clause  (v). 

21  (b)  Effective  Date. — The  amendments  made  by 


22  subsection  (a)  shall  apply  to  screening  mammography  per- 

23  formed  on  or  after  January  1,  1992. 
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1  SEC.  505.  DEMONSTRATION  PROJECTS  FOR  COVERAGE  OF 

2  OTHER  PREVENTIVE  SERVICES. 

3  (a)  Establishment. — The  Secretaiy  of  Health  and 

4  Human  Services  (in  this  section  referred  to  as  the  "Sec- 

5  retary")  shaU  estabhsh  and  provide  for  a  series  of  ongoing 

6  demonstration  projects  under  which  the  Secretary  shall 

7  provide  for  coverage  of  the  preventive  services  described 

8  in  subsection  (c)  under  the  medicare  program  in  order  to 

9  determine — 

10  (1)  the  feasibility  and  desirability  of  expanding 

11  coverage  of  medical  and  other  health  services  under 

12  the  medicare  program  to  include  coverage  of  such 

13  services  for  all  individuals  enrolled  under  part  B  of 

14  title  XVIII  of  the  Social  Security  Act;  and 

15  (2)  appropriate  methods  for  the  delivery  of 

16  those  services  to  medicare  beneficiaries. 

17  (b)  Sites  for  Project. — The  Secretar}^  shall  pro- 

18  vide  for  the  conduct  of  the  demonstration  projects  estab- 

19  hshed  under  subsection  (a)  at  the  sites  at  which  the  Sec- 

20  retary  conducts  the  demonstration  program  established 

21  under  section  9314  of  the  Consolidated  Omnibus  Budget 

22  Reconciliation  Act  of  1985  and  at  such  other  sites  as  the 

23  Secretary  considers  appropriate. 

24  (c)  Services  Coa^red  Under  Projects. — The 

25  Secretary  shall  cover  the  following  services  under  the  se- 
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1  ries  of  demonstration  projects  established  under  sub- 

2  section  (a): 


3  •  (1)  Glaucoma  screening. 

4  (2)  Cholesterol  screening  and  cholesterol-reduc- 

5  ing  drug  therapies. 

6  (3)  Screening  and  treatment  for  osteoporosis, 

7  including  tests  for  bone-marrow  density  and  hor- 

8  mone  replacement  therapy. 

9  (4)  Screening  services  for  pregnant  women,  in- 

10  eluding  ultra-sound  and  clamydial  testing  and  ma- 

1 1  ternal  serum  alfa-protein. 

12  (5)  One-time  comprehensive  assessment  for  in- 

13  dividuals  beginning  at  age  65  or  75. 

14  (6)  Other  services  considered  appropriate  by  the 

15  Secretary. 

16  (d)  Reports  to  Congress. — Not  later  than  October 


17  1,  1993,  and  every  2  years  thereafter,  the  Secretary  shall 

18  submit  a  report  to  the  Committee  on  Finance  of  the  Sen- 

19  ate  and  the  Committee  on  Ways  and  Means  and  the  Com- 

20  mittee  on  Energy  and  Commerce  of  the  House  of  Rep- 

21  resentatives  describing  findings  made  under  the  dem- 

22  onstration  projects  conducted  pursuant  to  subsection  (a) 

23  during  the  preceding  2-year  period  and  the  Secretary's 

24  plans  for  the  demonstration  projects  during  the  succeeding 

25  2 -year  period. 
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1  (e)  Authorization  of  Appropriations. — There 

2  are  authorized  to  be  appropriated  from  the  Federal  Sup- 

3  plementary  Medical  Insurance  Trust  Fund  for  expenses 

4  incurred  in  carrjdng  out  the  series  of  demonstration 

5  projects  established  under  subsection  (a)  the  following 

6  amounts: 


7  (1)  $4,000,000  for  fiscal  year  1993. 

8  (2)  $4,000,000  for  fiscal  year  1994. 

9  (3)  $5,000,000  for  fiscal  year  1995. 

10  (4)  $5,000,000  for  fiscal  year  1996. 

11  (5)  $6,000,000  for  fiscal  year  1997. 

12  SEC.  506.  OTA  STUDY  OF  PROCESS  FOR  REVIEW  OF  MEDI- 

13  CARE  COVERAGE  OF  PREVENTIVE  SERVICES. 

14  (a)  Study.— The  Director  of  the  Office  of  Tech- 


15  nology  Assessment  (in  this  section  referred  to  as  the  ^'Di- 

16  rector")  shall,  subject  to  the  approval  of  the  Technology 

17  Assessment  Board,  conduct  a  study  to  develop  a  process 

18  for  the  regular  review  for  the  consideration  of  coverage 

19  of  preventive  services  under  the  medicare  program,  and 

20  shall  include  in  such  study  a  consideration  of  different 

21  types  of  evaluations,  the  use  of  demonstration  projects  to 

22  obtain  data  and  experience,  and  the  types  of  measures, 

23  outcomes,  and  criteria  that  should  be  used  in  making  cov- 

24  erage  decisions. 
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1  (b)  Report. — Not  later  than  2  years  after  the  date 

2  of  the  enactment  of  this  title,  the  Director  shall  submit 

3  a  report  to  the  Committee  on  Finance  of  the  Senate  and 

4  the  Committee  on  Wa3^s  and  Means  and  the  Committee 

5  on  Energy  and  Commerce  of  the  House  of  Representatives 

6  on  the  study  conducted  under  subsection  (a). 

O 
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Chairman  Stark.  Good  morning.  The  Subcommittee  on  Health  of  ' 
the  Committee  on  Ways  and  Means  will  begin  today  its  series  of  ] 
hearings  on  health  insurance  with  a  discussion  of  reform  of  private  ' 
health  insurance. 

Thirty-five  million  of  our  fellow  citizens  must  do  without  the  \ 
basic  protection  of  health  coverage,  the  rising  level  of  interest  in  . 
the  problems  of  the  private  health  insurance  system  is,  therefore,  > 
not  surprising.  The  biggest  problem  is  that  35  million  people  don't  \ 
have  it.  • 

Private  health  insurance  is  in  total  disarray.  The  system  is  char- 
acterized by  a  phrase,  which  is,  "you  dare  to  use  it  and  you  will 
certainly  lose  it."  It  is  characterized  by  a  mentality  which  spends 
all  of  its  time  identifying  how  to  exclude  anyone  who  might  need 
health  care,  and  not  enough  time  aggressively  managing  the  costs. 

Probably,  if  there  aren't  any  in  the  room  today,  we  can  blame  it  1 
all  on  actuaries  who  are  so  good  at  what  they  do  that  they  could  ' 
pick  exactly  the  members  of  this  audience  that  are  in  the  20  per-  | 
cent  of  America's  public  who  will  cost  80  percent  of  America's  ' 
health  care.  And  if  you  are  in  that  20  percent  group,  they  won't 
sell  you  any  insurance.  That  is  how  they  make  their  money,  and 
they  do  such  a  good  job  at  it,  that  they  are  making  a  lot  of  money. 

Their  wide  use  of  experience  ratings  for  premiums,  as  opposed  to 
community  rating,  means  that  many  groups  face  prices  so  high 
that  insurance  is  unaffordable.  Excluding  those  of  you  with  preex- 
isting conditions,  segregating  you  into  high  risk  categories,  using 
'loss  leader"  initial  pricing,  all  serve  to  fragment  and  distort  the 
insurance  marketplace. 

These  discriminatory  practices  will  have  to  end  if  we  are  to 
assure  that  health  insurance  is  available  at  a  reasonable  cost.  How- 
ever, we  would  be  kidding  ourselves  if  we  thought  the  insurers'  dis- 
criminatory practices  are  the  fundamental  obstacles  to  providing 
every  American  with  decent  health  insurance. 

The  basic  problem  with  health  insurance  in  this  country  is  that 
it  is  increasingly  unaffordable.  The  Congressional  Budget  Office 
tells  us  private  insurance  premiums  are  increasing  more  than  12 
percent  a  year.  At  that  rate  of  growth,  more  and  more  businesses 
are  forced  to  terminate  or  severely  reduce  their  health  insurance 
coverage.  And  unless  we  respond  to  the  problem  of  skyrocketing 
costs,  anjrthing  we  do  with  private  health  insurance  quickly  be- 
comes meaningless. 

We  have  several  choices.  With  community  rating,  we  could 
reduce  the  high  premiums  imposed  on  some  groups.  However,  due 
to  the  irrefutable  law  of  averages,  the  result  of  this  action  would  be 
to  increase  premiums  for  others  who  are  at  the  lower  end  of  the 
cost  spectrum. 

There  are  people  above  the  average  and  below  the  average. 
Those  below  the  average  will  get  jammed  with  higher  cost,  those 
above  the  average  will  come  down.  The  result  could  well  be  to  in- 
crease the  number  of  insured.  Certainly  those  at  the  low  end  of  the 
spectrum  whose  premiums  are  increased  could  very  well  get 
dropped  off  the  scale,  and  then  we  would  even  further  exacerbate 
the  problem,  because  the  average  would  just  go  up. 

Or  we  could  take  a  cosmetic  approach,  which  the  administration 
will  outline  for  us,  and  others  are  urging,  which  doesn't  do  much  of 
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anything  to  the  high-cost  groups  but  doesn't  cost  the  low-cost 
groups  anything.  In  either  case,  insurance  premiums  would  contin- 
ue to  skyrocket  and  more  and  more  firms  would  be  forced  to  drop 
or  scale  back  their  coverage.  So  in  terms  of  our  goal  of  assuring 
universal  coverage,  we  would  have  accomplished  nothing. 

I  believe  we  can  respond  comprehensively  to  the  crisis  in  health 
care.  We  don't  need  to  adopt  strategies  which  respond  only  to  a 
small  part  of  the  problem  and  ignore  the  major  issues  which  con- 
front us.  As  I  have  repeatedly  stated,  our  goal  in  this  effort  must 
be  to  assure  that  every  American  is  covered.  Every  American.  The 
reason  for  doing  anything  that  does  not  advance  us  towards  that 
goal  or,  worse,  doing  something  that  may  impede  us  toward  achiev- 
ing that  goal,  eludes  me. 

To  that  end,  I  hope  our  expert  witnesses  can  enlighten  me  and 
the  committee.  I  look  forward  to  hearing  their  suggestions  as  to 
how  we  should  proceed  to  reach  our  goal  of  access  for  all. 

Our  first  witness  this  morning  is  Kevin  Moley,  Deputy  Secretary 
of  the  Department  of  Health  and  Human  Services.  He  has  submit- 
ted to  us  a  written  statement  and  without  objection  it  will  be  in- 
cluded in  the  record  in  its  entirety. 

We  welcome  the  Secretary  back  to  the  committee  and  ask  that 
you  proceed  in  any  manner  you  are  comfortable,  to  expand  on  your 
written  testimony  or  enlighten  us  in  any  way  you  choose. 

STATEMENT  OF  HON.  KEVIN  MOLEY,  DEPUTY  SECRETARY,  U.S. 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Moley.  Mr.  Chairman,  thank  you.  I  do  have  a  written  state- 
ment. I  would,  however,  as  you  indicate,  ask  that  it  be  entered  into 
the  record. 

Chairman  Stark.  It  will  be  entered. 

Mr.  Moley.  In  the  interest  of  your  time  and  that  of  the  commit- 
tee's, I  will  refrain  from  reading  it.  I  would  like  to  say,  however, 
parenthetically,  that  we  are  in  agreement  with  much  of  what  you 
just  said.  There  have  been  many  good  ideas  emanating  from  the 
committee  in  respect  to  small  market  reform  from  yourself,  from 
Mrs.  Johnson,  Mr.  Chandler,  and  others  on  the  committee. 

The  administration  would  like  to  move  with  the  part  of  the 
President's  plan  that  relates  to  small  market  reform  this  year. 
There  are  other  things  in  combination  with  it  that  we  think  would 
make  a  significant  impact  on  reducing  the  number  of  uninsured  in 
the  country. 

I  stand  ready  to  answer  your  questions.  Thank  you,  Mr.  Chair- 
man. 

Chairman  Stark.  Great  brief  statement. 
[The  prepared  statement  follows:] 
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KEVIN  MOLEY 
DEPUTY  SECRETARY 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Chairman  and  Members  of  the  Committee: 
Introduction 

Thank  you  for  the  opportunity  to  appear  before  you  today  to 
discuss  the  important  issue  of  private  health  insurance  reform. 
This  hearing  provides  a  forum  for  furthering  the  debate  on  how  to 
expand  availability  and  increase  the  af f ordability  of  health 
insurance  for  millions  of  Americans.     The  Administration  believes 
that  working  with  and  building  on  the  private  market,   rather  than 
replacing  it,   is  the  best  approach  for  the  American  people. 
Reform  in  this  area,   integrated  with  the  other  components  of  the 
President's  Comprehensive  Health  Reform  Program,  will  bring  about 
increased  choice  and  cost-savings  in  a  system  that  also  preserves 
American  values  and  meets  American  expectations  for  choice  and 
quality. 

Reasons  for  Reform 

Much  of  the  private  market  works  well.     Over  153  million  working- 
age  Americans  obtain  health  insurance  through  the  private  market. 
Generally,  this  is  through  employer  groups.     Nearly  every  large 
employer   (those  with  over  100  employees)   offers  health  benefits 
to  its  employees.     About  40  percent  of  small  businesses  with 
under  100  employees  offer  health  benefits  to  their  employees. 
The  smaller  the  firm  the  less  likely  it  is  to  offer  health 
benefits.     Therefore,  the  problems  that  the  President's  program 
for  market  reform  addresses — as  do  bills  proposed  by  several  of 
the  distinguished  members  of  the  subcommittee — are  those  most 
common  in  the  small  group  and  individual  market. 

In  today's  health  insurance  market,   small  groups  face  a  number  of 
obstacles  to  offering  health  benefits  to  their  employees  and 
aff ordability  is  cited  as  number  one.     High  costs  eat  away  at  a 
small  firm's  profits.  Health  benefit  costs  are  higher  relative  to 
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small  firm  payrolls  because  small  firms,  on  average,  have  smaller 
payrolls.     In  addition,   insurers  tend  to  charge  higher  premiums 
for  small  groups  because  the  cost  of  administering  small  group 
policies  is  high  and  so  is  the  potential  payout  because  insurance 
risk  is  spread  among  only  a  small  number  of  individuals. 

Insurers  often  indicate  they  find  the  risk  associated  with  small 
groups  too  high  since  the  costs  of  an  expensive  illness  for  one 
or  two  people  could  more  than  offset  the  value  of  the  premiums 
collected.     As  a  result,  pre-existing  condition  requirements  are 
prevalent.     Groups  and  individuals  perceived  as  high  risk  are 
often  not  offered  insurance.     When  insurance  is  available, 
individuals  and  small  groups  are  faced  with  premium  rates  which 
are,   for  many,  unaf fordable. 

The  cost  of  health  insurance  is  exacerbated  by  State  laws  that 
mandate  specific  benefits  to  be  offered  by  insurers.     While  some 
mandated  benefits  may  be  well  intentioned,  too  many  are  in 
response  to  special  interests  and  lack  medical  justification. 
There  are  nearly  a  thousand  different  State  laws  mandating 
benefits  across  the  country.     The  cost  of  covering  these 
additional  benefits  is  passed  on  through  further  increases  in 
premiums . 

As  a  result,  we  are  left  with  a  population  where  many  cannot 
afford  insurance  and  where  many  who  do  have  insurance  through 
their  employer  feel  locked  into  their  job,   for  fear  of  losing 
this  most  valued  benefit. 

The  President's  Plan  for  Market  Reform 

The  President's  goals  for  market  reform  are  (1)  to  make  insurance 
more  affordable  and  (2)  to  increase  the  security  Americans  obtain 
through  the  ability  to  maintain  adequate  coverage  for  themselves 
and  their  families.     To  accomplish  these  goals  the  President's 
program  would:     correct  some  of  the  more  problematic  practices  of 
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insurers  such  as  non-renewal  of  coverage;  increase  the  leverage 
of  small  businesses  by  allowing  a  pooling  of  small  business 
resources  through  Health  Insurance  Networks;   increase  the 
availability  of  affordable  insurance;  and,   control  and  stabilize 
premium  variation  and  increases  through  risk  bands  and  risk 
pooling.     I  want  to  discuss  these  proposed  actions  in  more 
detail. 

First,  health  insurers  that  participate  in  the  small  group  market 
would  be  required  to  insure  all  groups  that  want  to  buy  health 
insurance.     Coverage  would  be  guaranteed  and  renewable.  Pre- 
existing condition  clauses  would  no  longer  be  allowed  as 
Americans  move  from  job  to  job.     An  individual's  health  status 
would  no  longer  be  a  factor  in  participating  in  group  health 
insurance,   and  employees  wishing  to  change  jobs  would  no  longer 
face  job  lock  due  to  a  preexisting  condition. 

Affordable  choices  will  be  available,   since  States  will  be 
required  to  assure  the  availability  of  one  or  more  policies  that 
offer  basic  benefits  and  are  equal  to  the  value  of  the  tax  credit 
proposed  by  the  President.     This  would  facilitate  expanded 
coverage  for  a  large  number  of  low-income  individuals  and 
families  without  insurance.     Also,   those  who  are  eligible  for  the 
health  insurance  credit  and  need  hospital  emergency  room 
treatment  can  be  assigned  a  basic  benefits  insurer,  minimizing 
uncompensated  care. 

One  of  the  more  important  features  of  the  President's  market 
reform  package  is  the  provision  encouraging  the  formation  of 
HINs — Health  Insurance  Networks.     HINs  will  bind  together  many 
small  purchasers  to  obtain  the  buying  power  and  administrative 
efficiency  of  a  large  group.     We  estimate  that  group  purchasing 
can  reduce  health  insurance  premiums  substantially  through 
efficiencies  of  scale,   lower  administrative  costs  and  through 
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pooling  of  purchasing  powers  that  helps  small  businesses 
negotiate  better  rates. 

Exemptions  from  state  laws  and  regulations  now  available  to  self- 
insured  employers  will  be  extended  to  HINs,     These  include: 
State  mandated  benefit  requirements; 
anti-coordinated  care  provisions;  and 
excessive  State  health  insurance  premium  taxes. 

In  addition,   for  the  first  time,  national  and  regional  small 
business  associations  and  other  groups  will  also  be  able  to 
establish  inter-  and  intra-State  HINS  to  better  assist  their 
membership. 

We  believe  HINs  will  be  extremely  attractive  to  small  businesses 
and  their  employees,  and  to  other  groups  that  may  seek  to  form 
HINs. 

Finally,  the  President's  plan  uses  a  health  risk  pooling 
mechanism  and  establishes  provisions  to  ensure  the  stability  of 
the  small  group  market  without  economically  distorting  effects, 
and  to  establish  reasonable  provisions  for  managing  the  risk 
associated  with  poor  health  status  and  excessive  claims.  The 
President's  intent  is  to  redirect  insurers  from  risk  selection  to 
the  more  important  task  of  risk  management. 

Risk  pooling  will  initially  be  treated  differently  for  the  two 
groups  affected  by  small  market  reform  provisions.     Two  separate 
risk  pools  are  to  be  established:     one  for  small  group  coverage — 
which  will  be  phased  in  over  5  years  (to  avoid  undue  disruption 
of  existing  arrangements) ;  and  one  for  individuals  and  families 
receiving  transf errable  tax  credits  — which  will  be  implemented 
immediately   (since  there  are  no  existing  arrangements) . 
The  risk  pools  would  essentially  distribute  risk  among  all 
participating  insurers,  compensating  those  insurers  who  have 
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enrolles  who  have  a  higher  than  average  insurance  risk.  This 
method  minimizes  current  incentives  that  lessen  the  sharing  of 
costs  between  the  sick  and  the  healthy. 

However,   initially  for  the  small  group  market,  premium  standards 
will  be  established  instead  of  risk  pools.     The  premium 
standards,   referred  to  as  "bands,"  will  limit  variation  within 
each  insurance  company's  overall  set  of  products  by: 

o        limiting  premium  variation  to  no  more  than  50  percent 

within  age/sex  categories  in  the  first  year  decreasing 

to  3  5  percent  by  the  third  year; 
o        limiting  increases  in  renewal  premiums  to  compensate 

for  groups  with  deteriorating  health  status  and  high 

claims ; 

o        limiting  premium  differentials  to  no  more  than  20 

percent  across  a  maximum  of  9,  predefined,  blocks  of 
business . 

States  could,   if  they  wish  during  this  interim  period,  implement 
a  prospective  reinsurance  or  risk  allocation  system,   to  help 
distribute  risks. 

In  developing  the  above  details,  we  have  been  guided  by  the 
National  Association  of  Insurance  Commissioners,   a  body  whose 
expertise  this  Committee  is  familiar. 

We  have  heard  from  some  that  they  expect  this  process  will  raise 
premiums.  For  those  that  have  had  the  benefits  of  a  healthy  risk 
group,  this  is  true.  We  do  expect  some  small  increase.  However, 
we  also  expect  proportionately  larger  reductions  in  premixims  to 
those  insurers  who  have  carried  the  burden  of  insuring  those  with 
poor  health  status.  Premium  bands,  reinsurance  pools,  and  health 
risk  pools  are  zero  sum  exercises.     They  do  not  effect  total 
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costs,   only  the  distribution  of  costs  among  groups. 
Subcommittee  Member  Bills 

Mr.  Chairman,  I  am  pleased  to  note  that  bills  introduced  by 
yourself  and  other  members  of  this  subcommittee  share  the  same 
important  goals  as  the  President  for  reforming  the  private 
insurance  market.       And,   in  many  areas,  we  agree  substantively  on 
the  steps  necessary  to  make  insurance  affordable  and  reliable  for 
Americans.     Mrs.  Johnson  is  to  be  commended  for  being  the  early 
leader  in  drafting  provisions  important  to  small  market ' reform. 

It  is  clear  we  all  agree  that  we  must  address  the  common 
insurance  practices  related  to  issuance,  renewability  and  pre- 
existing conditions  that  exclude  so  many  Americans  from  coverage. 

For  example,  Mr.  Chairman,  the  provisions  included  in  your  bill, 
Mrs.  Johnson's  bill,  and  that  of  the  Committee  Chair's  are  quite 
similar  and  have  been  included  in  the  President's  program. 

We  also  agree  that  costly  State  requirements  must  be  curtailed 
such  as  mandating  medically  questionable  minimum  benefits  also 
targeted  by  you,  Mr.   Chairman,   and  your  Committee  Chair. 
Although  the  provisions  vary,  we  all  support  the  concept  that 
employees  of  small  markets  should  have  available  a  medically 
appropriate  minimum  benefit. 

The  President's  concept  of  HINs  is  quite  similar  to  Mr. 
Chandler's  bill  to  provide  incentives  to  small  groups  to  band 
together  to  obtain  the    benefits  of  large  group  purchasing  and 
built  on  the  successful  program  in  Cleveland  called  the  "Council 
of  Smaller  Enterprises." 

We  all  share  concern  over  excessive  premium  increases  and  offer 
methods  that  would  introduce  more  stability  into  the  market 
place. 
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Conclusion 

In  conclusion,   I  want  say  that  reform  of  private  insurance  for 
small  group  and  individual  markets  is  important.     As  we  have  all 
learned,   changes  in  one  segment  of  health  care  eventually,   if  not 
immediately,  bring  about  changes  in  other  segments.  The 
President's  comprehensive  health  reform  program  would  introduce 
broad  changes  and  refinements  in  the  total  system  that  are 
designed  to  interrelate  and  coalesce  to  bring  about  the  cost 
savings  and  expanded  access  Americans  are  seeking. 

Thank  you  for  the  opportunity  to  testify.     I  will  be  glad  to 
answer  any  questions. 
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Chairman  Stark.  Let  me  tell  you  one  of  the  fears  that  I  would 
have  enacting  a  bill,  whether  it  is  indeed  the  administration's  sug- 
gestion— and  I  say  that  absent  a  bill — or  any  other  small  insurance 
reform  bill. 

If  I  could  see  the  whole  program,  that  I  know  you  are  working 
on,  I  might  be  very  comfortable  with  how  the  small  insurance 
reform  fits  into  that.  But  I  can  see  bills  that  have  been  introduced 
by  Democratic  Members  of  the  legislature  where,  if  I  had  to  take 
just  their  insurance  reform  out  of  it,  I  would  be  reluctant  to  do  so 
because  it  might  prejudice  the  future  decisions  that  we  would 
make. 

I  think  it  is  fair  to  summarize  your  bill  by  saying  that  it  really 
has  no  mandate  for  anybody  to  be  covered.  It  would  lower  the  pre- 
miums for  some,  indeed  it  would  raise  it  for  others.  But  if  we 
passed  it,  then  we  would  walk  away  and  say,  well,  I  guess  we  have 
done  our  job.  That  is  it.  We  have  passed  the  bill,  and  we  would  still 
end  up  with  probably  15  million  people  without  insurance.  That 
costs  all  of  us  something. 

How  do  you  deal  with  that?  Are  we  able  to  have  a  comprehensive 
plan,  not  necessarily  a  bill,  that  we  can  debate  and  compromise  on 
before  we  take  pieces  of  it? 

Mr.  MoLEY.  Mr.  Chairman,  if  I  thought  that  the  small  market 
reform  and  some  of  the  additions  to  it  would  compromise  the  larger 
debate  as  to  the  direction  we  should  go,  which  is  obviously  going  to 
be  conducted  over  the  next  many  months,  I  would  agree.  But  I 
think  the  small  market  reforms,  and  other  portions  of  the  Presi- 
dent's plan  that  we  would  encourage  being  passed,  do  not  compro- 
mise the  larger  debate  as  to  whether  we  should  go  to  a  total  Medi- 
care or  Canadian  style  or  play-or-pay  or  any  other  option,  including 
the  President's,  that  is  being  offered. 

Chairman  Stark.  OK.  Let  me  just  outline,  then,  I  guess  what 
would  be  the  other  end  of  the  scale.  If  we  said  no  medical  under- 
writing, none,  nor  age  adjustments,  nor  sex  adjustments,  so  we  ba- 
sically force  a  community  rating,  open  enrollment,  and  guaranteed 
renewal.  That  is  basically  the  Rangel  bill  that  was  proposed  for  the 
Blues  to  qualify  for  tax  exemption.  Empire  Blue  Cross,  I  think,  pro- 
vides for  that,  but  is  sort  of  going  broke  doing  it.  I  guess  if  every 
insurance  company  had  to  meet  those  standards,  could  the  admin- 
istration live  with  a  bill  like  that? 

Mr.  MoLEY.  Theoretically,  Mr.  Chairman,  we,  or  at  least  the 
great  majority  of  us,  are  all  in  agreement  that  we  want  to  move  to 
at  least  some  flexible  form  of  community  rating. 

I  would  suggest  what  you  have  described  is  a  more  pure  form  of 
community  rating.  I  have  seen  figures  on  a  sample  of  the  Blue 
Cross /Blue  Shield  indicating  that  in  their  smaller  group  market,  20 
percent  of  the  companies  that  small  employers  are  covering  would 
face  rate  increases  in  excess  of  70  percent,  if  we  were  to  do  that. 

As  you  know,  Mr.  Chairman,  one  of  the  only  immutable  laws  of 
Washington  is  that  of  unintended  consequence.  The  last  thing  we 
want  to  do  is  support  something  that  has  as  a  distinct  possibility  of 
eliminating  coverage  for  somebody — making  it  less,  not  more,  af- 
fordable. 

Chairman  Stark.  I  am  afraid  any  plan  that  doesn't  mandate  cov- 
erage in  effect  does  that.  Pieces  of  any  plan  I  have  written  could  do 
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that,  if  you  didn't  have  cost  containment  or  you  didn't  require  it 
become  available.  So  that  is  a  risk  we  run  when  we  do  a  partial 
plan,  I  believe.  Now,  how  many  people  we  offend  is  the  question. 

When  you  say  flexible  community  rating,  do  you  say  that  based 
on  no  medical  underwriting?  Do  you  deal  with  that? 

Mr.  MoLEY.  Absolutely.  We  are  absolutely  opposed  to  medical  un- 
derwriting. 

Chairman  Stark.  Then,  I  would  spot  you  community  rating  geo- 
graphically, you  are  saying,  by  statistical  area  or  some  other — is 
that  part  of  your  flexible  idea? 

Mr.  MoLEY.  Yes,  it  is,  Mr.  Chairman.  As  you  know  

Chairman  Stark.  OK,  I  can  deal  with  that.  I  will  let  you  guys 
fight  on  the  sex  classification.  It  is  very  clear  as  to  how  those  costs 
are  allocated  that  way  and  we  have  had  that  argument,  I  think 
with  auto  insurance  in  California,  is  that  fair  or  isn't  it  fair.  An 
easy  political  answer  is  to  not  have  different  rates  for  men  and  dif- 
ferent rates  for  women,  but  I  will  let  the  administration  take  the 
heat  on  that  one. 

The  one  that  concerns  me  is  age  rating,  which  I  assume  is  part  of 
your  plan.  My  concern  is,  hypothetically,  this:  The  Silicon  Valley 
Software  Co.  that  is  a  startup,  but  starts  up  with  150  computer  pro- 
grammers who  arguably  all  have  to  be  young — because  old  guys 
like  me  don't  know  anjrthing  about  computers — and  they  are  all 
great  Californians,  so  they  are  health  fanatics,  health  food  fanatics, 
and  they  exercise  and  pray  the  way  Dr.  Sullivan  would  suggest  we 
do.  So  they  have  a  young  base  because  they  have  young  employees. 
The  problem  is  they  get  older  and  the  company  merges  or  goes  out 
of  business,  as  some  companies  do,  and  we  have  to  pick  up  in  the 
system  these  folks  at  a  later  time. 

That  is  not  fair.  Somehow  those  problems  of  age  get  loaded  onto 
the  system.  Could  you  live  with  a  system  that  would  require  those 
employers — now  I  would  say  it  should  be  a  Government  trust  fund, 
but  let  us  say  it  is  some  other  kind  of  private  pool — that  makes 
them  establish  enough  of  a  reserve  so  that  if  they  decided  to  go  out 
of  business,  that  reserve  could  travel  with  the  younger  people  and 
they  could  afford  to  stay  in  the  system?  That  is  my  only  quarrel 
with  the  age  problem.  With  age  adjustments  certain  groups  will 
have  a  temporary  benefit,  and  the  rest  of  us  will  have  to  pay  more 
eventually,  if  not  right  away,  to  cover  it. 

I  guess  that  is  my  concern  in  a  system  when  you  make  that  part 
of  the  rating.  How  do  you  deal  with  that? 

Mr.  MoLEY.  I  think  a  version  of  that,  Mr.  Chairman,  is  probably 
going  to  have  to  be  part  of  the  solution.  We  have  used  the  term 
''health  risk  adjustor."  That  is  not  a  perfect  solution,  at  least  at  the 
present  time.  We  are  doing  some  research  on  this.  One  of  the  prob- 
lems, I  might  add,  is  that  some  of  the  age-sex  differential  in  rates 
is  appropriate  and  some  is  inappropriate.  Rates  for  some  small 
groups  may  be  inordinately  low.  For  example,  for  the  Silicon 
Valley  firm  that  at  first  glance  looks  like  a  company  only  employ- 
ing Olympic  swimmers.  But  those  rates  only  hold  so  long  as  their 
experience  continues  to  be  good.  In  the  current  markets,  as  soon  as 
someone  comes  down  with  an  asthmatic  condition,  heart  condition, 
cancer,  or  any  kind  of  chronic  condition,  those  rates  for  the  entire 
firm  are  very  liable  to  skyrocket. 
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At  least  as  an  initial  first  step,  we  believe  we  need  some  rating 
bands.  We  would  not  go  quite  as  far  as  a  community  rating  be- 
cause, frankly,  we  think  that  would  inordinately  discriminate 
'     against  those  kinds  of  companies.  But  we  want  to  bring  more  of  the 
'     risk  to  the  norm  rather  than  this  enormous  spread  we  have  cur- 
[     rently  between  inordinately  low  rates  and  disproportionately  high 
rates. 

!       Chairman  Stark.  OK.  The  President's  plan  appears  to  rely,  I 
'     guess,  solely  on  managed  care,  or  some  form  thereof,  to  achieve 
j     cost  containment.  The  only  specific  action  that  is  recommended, 
however,  in  encouraging  managed  care,  is  increasing  payments  to 
medicare  HMOs.  So  I  will  ask  a  two  part  question:  Do  you  have 
I     other  actions  that  you  are  going  to  recommend,  and  what  do  you  do 
,     about  the  60  percent  of  the  market  today  in  Medicare? 
I       Mr.  MoLEY.  Yes,  we  do,  Mr.  Chairman.  Let  me,  if  I  might,  direct 
f    my  attention  to  the  second  part  of  the  question  first,  about  what 
1     are  we  doing  to  encourage  what  we  are  calling  ''coordinated  care," 
because  we  consider  it  to  be  a  much  broader  spectrum  than  just 
'     the  traditional  HMOs  with  which  most  of  us  are  much  more  famil- 
I  iar. 

The  fact  is  those  are  not  for  everybody  in  the  first  instance. 
People  want  more  choice  than  is  normally  afforded  in  the  tradi- 
tional staff  or  group  model  HMO.  Subsequently,  we  see  growth  in 
the  private  sector  in  the  point  of  service  options  whereby  you  can 
go  to  a  list  of  preferred  providers  and  pay  little  or  no  deductible  or 
I     copay.  Or  if  you  go  outside  the  system,  you  pay  a  much  higher 

I  copay  or  deductible,  but  you  have  that  choice. 

Straight  preferred  provider  types  of  organizations — and  in  rural 
areas,  quite  frankly,  where  the  economies  of  scale  are  not  avail- 
able— a  case  management  has  proved  effective,  particularly  in 
:     neonatal  and  other  types  of  efforts  to  reduce  infant  mortality. 

II  That  whole  range  of  coordinated  care  options  is  encouraged 
under  the  President's  plan.  In  Medicare,  you  are  correct,  the  prin- 
cipal method  of  doing  that,  quite  frankly,  is  paying  HMOs  or  other 
coordinated  care  entities  on  what  we  would  consider  to  be  a  fairer 
basis  than  is  currently  the  case — at  100  percent,  for  instance,  if 
AAPCC  and  COBRA  are  at  95  percent. 

When  the  law  was  enacted,  95  percent  was  probably  appropriate 
or  maybe  even  more  than  appropriate  when  in  the  early  1980s  we 
were  paying  on  what  amounted  to  basically  a  reasonable  or  cus- 
tomary straight  fee-for-service  basis. 

As  we  have  increasingly  tried  to  reduce  potential  deficits  under 
Medicare,  we  have  put  in  kind  of — I  don't  want  to  be  as  blunt  as  I 
am  straining  to  be — ''managed  fee  for  service  system."  And,  as  a 
I  result,  paying  95  percent  probably  is  keeping  out  of  the  market- 
i  place  for  Medicare  beneficiaries  other  types  of  HMOs  and  coordi- 
nated care  that  might  be  willing  to  play. 

Chairman  Stark.  I  come  from  an  area  where  we  probably  have 
about  as  high  costs  as  anywhere — and  my  HMOs,  I  don't  recall  an 
HMO  coming  in  and  asking  for  the  hundred  percent.  Kaiser,  in 
particular.  I  don't  know  why  you  guys  are  offering  it.  In  a  sense, 
they  haven't  asked  you  yet,  and  it  isn't  going  to  buy  you  any  votes. 
I  am  serious.  I  was  always  puzzled. 

Mr.  MoLEY.  We  are  acutely  aware  of  that. 
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Chairman  Stark.  Why  did  you  wait? 

Mr.  MoLEY.  In  other  areas  of  the  country,  quite  frankly,  we  see  a 
lack  of  penetration  by  HMOs.  We  account  for  this,  in  our  conversa- 
tions, by  their  unwillingness  to  come  in,  their  unwillingness  to 
trust  both  the  payment  rate  currently  and,  what  they  expect  it  to 
be  in  the  future.  But  we  are  

Chairman  Stark.  I  have  one  other  concern,  and  that  is  that  I  am 
afraid  there  are  areas  of  the  country,  as  I  say,  in  my  county,  half 
the  people  who  are  in  any  program  are  in  Kaiser,  not  just  HMOs 
in  general,  500,000  people  in  a  county  of  1.2  million.  But  there  is  a 
lot  of  disagreement  over  it.  You  can  get  in  a  fight  in  any  bar  in 
town  as  to  whether  that  care  is  better  than  private  care.  But  there 
are  still  people  who  will  not  join  one. 

I  think  in  some  States,  maybe  it  is  Maryland,  there  are  a  few 
States  where  HMOs  just  have  not  caught  on. 

Mr.  MoLEY.  We  never  want  to  be  in  the  position  of  forcing  people 
to  join  an  HMO. 

Chairman  Stark.  And  I  don't  see,  I  guess  what  I  am  not  seeing 
there  is  what  we  do  in  those  cases.  Arguably,  it  would  be  wonderful 
in  underserved  areas  because  it  would  be  more  efficient.  Basically, 
you  could  have  one  group.  You  can  call  it  an  HMO  if  you  want,  but 
I  just  worry  about  how  we  encourage  people  to  join. 

I  think  it  has  to  just  grow.  I  don't  think  there  is  any  legislative 
or  administrative  way  that  we  can  encourage — I  am  afraid  we  may 
encourage  some  bad  apples  to  get  in  the  barrel,  and,  on  the  other 
hand,  I  think  the  best  HMOs  are  HMOs  that  have  evolved,  have 
taken  on  the  patina  of  a  community  institution  and  not — and  I 
don't  mean  to  denigrate  those  that  are  proper  ones.  There  have 
been  a  few  bad  fast-buck  artists  who  have  been  in  and  out,  but  I 
think  if  we  let  it  alone  it  will  evolve.  But  I  have  not  been  able  to 
figure  out  a  way  to  encourage  it.  That  is  why  I  say  I  am  not  sure 
paying  them  100  percent  isn't  just  throwing  good  money  away  that 
we  could  save  and  spend  otherwise. 

Let  me  recognize  the  presence  of  my  ranking  member,  who  has 
just  been  over  trying  to  balance  his  checking  account.  It  is  so  big  it 
takes  him  longer  than  the  rest  of  us.  Let  me  see  if  he  would  like  to 
make  a  statement  or  inquire  at  this  point. 

Mr.  Gradison.  I  have  my  letter  of  exoneration,  but  now  I  have 
been  told  you  can't  even  count  on  that.  True. 

Mr.  Secretary,  how  small  a  group  can  self-insure  these  days,  as  a 
practical  matter,  if  the  group  goes  out  and  buys  catastrophic  cover- 
age? 

Mr.  MoLEY.  Actually,  quite  small,  Mr.  Gradison.  The  fact  is  com- 
panies as  small  as  10  or  15  lives  can  assume  part  of  the  burden  for 
their  insurance  while  at  the  same  time  buy  aggregate  or  individ- 
ual, or  aggregate  and  individual  stop  loss  in  some  cases  for  the 
higher  risk  event. 

In  other  words,  they  could  choose  to  cover  the  first  couple  thou- 
sand dollars  per  person  out  of  their  own  cashflow,  and  then,  by 
using  that  as  a  $2,000  deductible,  for  instance,  self-insuring  that 
amount  under  the  $2,000,  and  providing  aggregate  and  individual 
stop  loss  through  an  insurance  company  for  the  amounts  over  that. 

We  would  still  consider  those  kinds  of  mixed  models  between 
self-insuring  the  first  dollar  benefits  that  are  often  occasioned  by 
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the  everyday  run  of  medical  expenses  and  at  the  same  time  cover- 
ing against  the  catastrophic  illness  through  true  insurance.  That  is 
increasingly  becoming  a  model  even  in  the  small  group  market. 

Mr.  Gradison.  The  reason  I  ask  is  that  it  seems  to  me  that  if  we 
try  to  regulate  the  small  group  market  too  strictly  in  terms  of  the 
band  of  the  high  and  the  low  rates,  it  would  seem  to  me  the  groups 
which  at  least  temporarily  are  lower  cost,  the  true  Silicon  Valley 
Olympic  swimmer  group,  are  going  to  self-insure,  and,  therefore, 
that  the  average  cost  of  insurance  for  those  who  buy  insurance  will 
tend  to  go  up  because  the  less  expensive  cases  will  tend  to  drop  out. 

So  it  seems  to  me  there  is  a  self-defeating  aspect  to  the  proposal 
that  these  bands  should  be  quite  narrow,  and,  indeed,  it  would 
seem  to  me  the  notion  of  community  rating  is  just  kind  of  an  idle 
dream.  It  is  like  trying  to  turn  the  clock  back  to  something  which 
cannot  be  reconstructed. 

Unless  you  were  to  say  that  small  groups  are  prohibited  from 
self-insurance,  which  I  can't  believe  we  are  going  to  do,  then  it 
would  seem  to  me  we  have  to  be  concerned  to  try  to  have  a  suffi- 
cient choice  so  that  the  lower  cost  groups,  and  there  are  such,  don't 
opt  for  self-insurance  as  a  way  to  protect  themselves. 

Do  you  have  any  comments  on  that? 

Mr.  MoLEY.  Mr.  Gradison,  I  remarked  a  little  earlier  to  the  chair- 
man that  we  agree.  We  know  by  a  sample  survey  we  have  seen 
from  Blue  Cross/ Blue  Shield  that  they  believe  if  you  went  to  pure 
community  rating  you  would  find  20  percent  of  the  firms  they  are 
currently  covering  would  suffer  a  70  percent  or  higher  increase. 
Obviously,  that  is  unacceptable  and  it  would  lead  some  of  those 
companies  to  drop  their  coverage  or  go  to  a  higher  self-insured 
kind  of  a  circumstance. 

On  the  other  hand,  we  do  believe  the  rating  bands  that  are  in 
the  President's  plan — which  are  similar  to  the  ones  in  the  small 
market  reform  portion  of  S.  1872  on  the  Senate  side — to  some  will 
be  too  narrow  and,  clearly,  to  others,  will  be  too  broad.  In  the  end 
result,  we  do  not  find  them  to  be  the  total  answer  at  all. 

We  think,  in  fact,  the  problem  of  the  small  group  market,  quite 
frankly,  is  that  it  suffers  from  the  lack  of  the  law  of  large  numbers. 
To  address  that,  we  have  another  proposal  as  part  of  the  Presi- 
dent's plan  to  create  these  group  purchasing  mechanisms  which  we 
are  calling  ''health  insurance  networks." 

But  in  the  small  group  market,  after  putting  in  the  rate  bands  in 
the  President's  plan  and  in  S.  1872,  we  would  hope  to  move  in  the 
third  year  to  something  called  a  "health  risk  adjustor."  There  is 
initial  work  going  on  on  that.  It  takes  into  account  that  a  portion 
of  the  premium  for  any  individual  should  be,  in  part,  determined 
by  his  or  her  predetermined  risk  for  becoming  ill.  It  puts  an  incen- 
tive on  the  part  of  the  insurer  to  keep  those  people  who  have  an 
identified  risk  from  becoming  ill. 

Right  now  the  reinsurance  market  works  just  the  opposite.  You 
set  aside  a  portion  of  everybody's  premium  and  then  pay  it  retro- 
spectively on  the  basis  of  who  actually  becomes  ill.  This  would  put 
the  incentive  on  the  front  end  to  try  to  keep  the  higher  risk  people 
from  becoming  ill.  We  know  there  is  a  lot  of  excellent  work  in  the 
prevention  area  that  can  be  done  with  respect  to  that. 
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Mr.  Gradison.  My  own  sizeup,  and  I  say  this  as  a  supporter  of 
small  group  reform,  is  that  it  will  increase  the  price,  the  cost,  the 
premium  for  self-insurance.  Indeed,  it  would  seem  to  me,  it  has  to, 
because  to  the  extent  you  are  required  to  provide  coverage  for 
people  with  expensive  current  conditions  or  risky  preexisting  condi- 
tions, there  are  going  to  be  more  costs  that  have  to  be  borne. 

How  large  an  increase  in  the  average  premium  would  you  expect 
would  arise  from  your  recommendations  or  Chairman  Rostenkow- 
ski's  or  Chairman  Bentsen's  recommendations?  Have  you  looked  at 
these  different  small  group  packages  to  arrive  at  an  estimate  of 
how  much  they  cost  in  terms  of  insurance  premium  costs  against 
current  law? 

Mr.  MoLEY.  We  are  looking  at  a  whole  series  of  estimates,  and 
later  this  morning  I  believe  you  will  hear  from  the  Academy  of  Ac- 
tuaries. We  know  that  insurance  companies.  Blue  Cross/Blue 
Shield,  and  actuaries  that  we  have  talked  to  are  not  supportive  of  a 
pure  community  rating  at  this  time.  We  would  like  to  move  to 
what  I  have  called  some  form  of  ''flexible  community  rating." 

We  need  to  array  better  this  information.  But  if  I  might  make  a 
point,  Mr.  Gradison,  one  of  the  problems  currently  in  the  small 
group  market  is  there  are  some  companies  which  have  healthy 
people  in  them  that  have  rates  which,  I  would  suggest,  are  inordi- 
nately low.  And  they  are  inordinately  low  because  they  are  count- 
ing on  providing  coverage  for  people  who  are  not  assumed  by  the 
insurance  company  to  become  ill  or  become  chronically  ill,  more 
importantly. 

As  soon  as  they  do  become  chronically  ill,  their  rates  go  up  dis- 
proportionately higher  than  they  would  to  take  into  account,  quite 
frankly,  that  they  have  been  carried  at  an  inordinately  low  rate  for 
competitive  purposes  in  this  totally  unregulated  marketplace.  The 
system  is  broken. 

So  it  is  difficult  to  say,  but  I  think  it  must  be  said,  that  some 
small  employers  are  going  to  have  to  pay  more  under  any  plan 
that  brings  more  fairness  into  the  marketplace.  Because  they  are, 
right  now,  suffering  from  disproportionately  low  rates,  they  will  be 
clobbered  if,  in  fact,  one  of  their  employees  becomes  sick  at  a  time 
when  he  or  she  actually  needs  insurance. 

Mr.  Gradison.  Thank  you,  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  the  President  has  suggested  that  State  benefit 
mandates  should  be  repealed,  and  much  has  been  said  about  the 
cost  of  State  mandates  with  insurers  pointing  to  coverage  for  wigs 
and  Chinese  medicine  and  other  such  things. 

However,  is  it  not  true  that  most  of  the  cost  of  State  mandates  is 
for  mental  health  and  substance  abuse  benefits? 

Mr.  MoLEY.  Much  of  it  is.  I  might  add  there  are  other  State-man- 
dated benefits  to  provide  coverage  that  I  think  the  Secretary  and 
the  President  want  to  keep  in  place — things  for  well-baby  care, 
neonatal  care,  things  that  spending  money  on  the  front  end  is  abso- 
lutely essential  and  which  some  insurance  policies  prior  to  some 
State-mandated  benefits  did  not  provide. 
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What  our  job  will  be  is  to  differentiate  between  which  of  those 
State-mandated  benefits  are  cost-effective  and  which,  quite  frankly, 
are  not. 

Mr.  Coyne.  Do  you  believe  that  health  insurance  benefits  should 
not  include  coverage  for  mental  illnesses  and  substance  abuse  bene- 
fits? 

Mr.  MoLEY.  I  think  that  each  State  mandate  must  be  looked  at, 
because  that  is  a  broad  category.  Quite  frankly,  some  of  them  are 
more  focused  toward  some  of  the  special  interests  among  that  com- 
munity, for  instance,  on  inpatient  care  as  opposed  to  outpatient 
care. 

And  I  think  a  determination  must  be  made.  State  mandate  by 
State  niandate,  in  the  substance  abuse  and  mental  health  area  to 
see  which  of  them  are,  in  fact,  cost-effective  and  which  of  them 
may  be  leading  to  unnecessary,  undue  longer  psychiatric  care 
stays.  We  see  some  extraordinarily  long  length  of  stay  times  for 
psychiatric  care  in  some  States,  which  may  well,  in  fact,  be  result- 
ing from  these  State-mandated  benefits. 

Mr.  Coyne.  Do  you  think  it  will  be  a  priority  of  yours  to  make 
that  differentiation  as  to  what  is  essential  and  what  is  not  essen- 
tial? 

Mr.  MoLEY.  It  would  be  under  the  President's  plan.  The  Presi- 
dent's plan  calls  for  the  Secretary  of  Health  and  Human  Services 
to  make  a  determination  as  to  which  of  the  State-mandated  bene- 
fits are  cost-effective  and  which  are  not. 

Mr.  Coyne.  Will  you  put  emphasis  on  mental  health  care? 

Mr.  MoLEY.  I  think  we  have  every  reason  to  believe  that  mental 
health  packages  can  be  cost-effective.  On  the  other  hand,  as  I  said, 
we  have  to  assure  ourselves  that  they  are  not  leading  to  average 
lengths  of  stay  longer  than  is  necessary,  and  that  the  care  is  being 
provided,  basically,  in  the  most  appropriate,  most  cost-effective  set- 
ting. 

Mr.  Coyne.  The  President  and  others  have  made  much  of  State 
antimanaged  care  issues  and  laws.  Can  you  give  us  specific  exam- 
ples of  these  laws? 

Mr.  MoLEY.  What  we  are  talking  about  is  generally  what  are  re- 
garded as  any  willing  provider  laws.  And  there  are  such  laws  in 
Texas,  for  instance,  and  other  States.  I  can  get  you  a  list  of  those, 
Mr.  Coyne.  What  they  really  do  is,  when  a  health  insurer,  a  Kaiser, 
or  even  a  Prudential  or  Aetna,  or  whoever,  goes  into  an  area  and 
makes  a  determination  based  on  their  best  information  about  cost 
and  quality,  as  to  which  providers  they  want  to  deal  with,  they 
bring  them  into  a  network  and  give  them  a  preference  in  terms  of 
lower  deductibles  and  copays  for  employees  they  are  insuring.  In 
some  States,  providers  have  an  opportunity  to  go  to  the  Prudential 
or  the  Kaiser  and  say,  ''No,  you  can't  do  that,  I  am  a  willing  pro- 
vider; I  have  to  be  able  to  be  in  your  network."  And  that  causes 
the  disintegration  of  the  more  cost-effective  elements  of  coordinat- 
ed care. 

Mr.  Coyne.  Will  you  provide  us  with  the  list  of  those  laws  that 
the  States  have  enacted? 
Mr.  MoLEY.  Yes,  sir. 
Mr.  Coyne.  Thank  you. 
[The  information  follows:] 
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The  following  is  a  summary  of  State  "anti-managed  care"  laws 
proposed  in  1990  and  1991,  and  enacted  in  1990  and  1991.  The 
categories,  which  have  subtleties  and  varying  degrees  of  impact 
on  the  system  in  each  State,  are  listed  as  follows: 

(1)  Anti-networking  Provisions.     This  legislation  restricts  the 
growth  and  operation  of  provider  networks,  and  encompasses 
the  "any  willing  provider"  provisions  discussed  above. 

(2)  utilization  Review  Restrictions.     These  include  laws  which  - 


o        prohibit  utilization  review  of  treatments  and 
conditions; 

o        require  that  utilization  review  be  made  by  a  resident 
of  the  State  in  which  the  treatment  is  to  be  offered; 

o        require  the  use  of  specified  standards  of  health  care 
practice  in  such  reviews,  or  require  the  disclosure  of 
the  specific  criteria  used; 

o        require  payments  to  providers  for  the  expenses  of 
responding  to  utilization  review  requests;  and 

o        impose  liability  for  delays  in  performing  reviews. 

(3)  Out-of -Network  Differential  Limits  -  Some  States  limit  the 
amounts  a  managed  care  plan  can  charge  their  enrollees  if 
they  go  "out  of  plan."     For  example,  a  plan  may  provide  an 
enrollee  a  list  or  panel  of  providers  to  choose  from  and 
then  charge  them  a  larger  co-pay  if  they  use  another 
provider  not  in  the  plan.     If  a  State  prohibits  this  or 
limits  the  amount  a  plan  can  provide,  this  can  hinder  the 
plan's  ability  to  "manage"  care. 

(4)  Other  Managed  Care  Restrictions  -  This  can  include  such 
things  as  State  mandated  benefits;  "any  willing  provider" 
legislation  (for  example:     a  State  requires  managed  care 
organizations  to  contract  with  any  pharmacist  that  meets  the 
plans  terms) ;  etc. 
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OHBROOS  KXNAOED  CXRB  LBQI8LXT10N 
IimiOOUCEC  DUKIMO  THE  LAST  TWO  YEARS 

■A.     KAyftGED  CAP.E  MANDATES  PROPOSFn  ^o^q 


State 

Total 
Number  of 
Bills 

Anti- 
Networking 
Provisions 

UR 

Restrict' 
Ions 

Out-of-Ntwk. 
Differential 
Limits 

Other 
MC 

Restricts. 

Alaska 

2 

X 

X 

Alabama 

1 

X 

Arizona 

8 

X 

X 

X  i 

California 

2 

X 

X 

Colorado 

1 

X 

Connecticut 

4 

X 

X 

Delaware 

2 

X 

X 

Florida 

2 

X 

X  1 

Georgia 

2 

X 

X 

Hawaii 

5 

X 

X 

Iowa 

2 

X 

Idaho 

1 

X 

Illinois 

6 

X 

X 

X  1 

Kansas 

1 

X 

Kentucky 

4 

X 

X 

X  1 

Louisiana 

5 

X 

X 

j 

Maine 

4 

X 

X 

X  1 

Massachusetts 

7 

X 

X 

1  Michigan 

2 

X 

Minnesota 

10 

X 

X 

X 

Mississippi 

2 

X 

X 

X 

j 

Missouri 

6 

X 

X 

X 

X  1 

N.  Carolina 

3 

X 

X 

Nebraska 

3 

X 

X 

New  Hampshire 

2 

X 

New  Jersey 

2 

X 

X 

X  1 

New  York 

1 

X 

Ohio 

2 

X 

Oklahoma 

2 

X 

X 

Pennsylvania 

2 

X 

X 

Rhode  Island 

4 

X 

X  1 

S.  Carolina 

5 

X 

S.  Dakota 

2 

X 

X 

X  1 

Tennessee 

5 

X 

X 

X 

Utah 

1 

X  1 

Virginia 

2 

X 

X  1 

Washington 

4 

X 

X 

Wisconsin 

2 

X 

W.  Virginia 

3 

X 

X 

Wyoming 

2 

X 

40  STATES 

12  6  BILLS 

32  STATES 

25  STATES 

7  STATES 

14  STATES  1 
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B.     MANAGED  CARE  MANDATES  ENACTED  IN  1999 


State 

Total  f  of 
Bills 

Anti- 
NetworXing 

UR  Lavs 

Linit 
Differs. 

Other 

Arizona 

3 

X 

X 

Florida 

1 

X 

1 

X 

Iowa 

1 

Kentucky 

2 

X 

Maryland 

1 

X 

Mississippi  

 1-  -• 

X 

South  Carolina 

1 

X 

Virginia 

1 

X 

-  Wisconsin  

Wyoming   

 1  

 X  ~ 

.  X 

11  STATES 

14  BILLS 

4  STATES 

7  STATES 

0  STATES 

1  STATE 
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C.      MANAGED  CARF  MANDATES  PROPOSED  IN  igQ-) 


State 

Total 
Number  of 
Bills 

Anti- 
Networking 
Provisions 

UR 

Restrict- 
ions 

Out-of-Ntwk. 
Differential 

Limits 

Other 
MC 

Restricts. 

Alaska 

2 

X 

Alabama 

4 

X 

X 

X 

Arkansas 

X 

X 

Arizona 

3 

X 

X 

X 

California 

X 

X 

Connecticut 

X 

X 

Delaware 

X 

Florida 

4 

X 

X 

X 

Georgia 

X 

X 

Hawaii 

4 

X 

X 

Iowa 

X 

X 

Idaho 

X 

X 

Illinois 

7 

X 

X 

X 

Indiana 

3 

X 

X 

Kansas 

X 

X 

Louisiana 

3 

X 

Maine 

4 

X 

X 

X 

Maryland 

4 

X 

X 

Massachusetts 

16 

X 

X 

X 

Michigan 

4 

X 

X 

Minnesota 

7 

X 

X 

X 

Mississippi 

X 

Missouri 

13 

X 

X 

X 

Montana 

X 

X 

X 

N.  Carolina 

4 

X 

X 

X 

N.  Dakota 

X 

X 

Nebraska 

4 

X 

X 

X 

X 

New  Hampshire 

X 

X 

X 

New  Jersey 

5 

X 

X 

X 

New  Mexico 

X 

Nevada 

X 

X 

X 

X 

New  York 

X 

X 

X 

X 

-  Ohio"-—  - 

3 

X 

X 

X 

Oklahoma 

7 

X 

X 

X 

Oregon 

7 

X 

X 

X 

X 

-  Pennsy ivanta  - 

 4-  . 

X 

X 

Rhode  Island' 

-  8 

X  ^ 

X 

X 

S.  Carolina 

•     ■  1 

X 

Tennessee' 

a  - 

X 

X 

X 

Texas 

7 

X 

X 

X 

X 

Utah 

X 

Vermont 

X 

X 

Virginia 

X 

X 

Washington 

X 

X 

X 

X 

Wisconsin 

X 

X 

W.  Virginia 

X 

X 

X 

Wyoming 

X 

X 

47  8TATBS 

2  03  BILLS 

3C  CTATSS 

34  STATES 

14  STATES 

32  STATES 
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D.      M>VA(;gD  CARE  MANDATES  ENACTED  TN  ^<fCf^ 


■tat* 

JTotal  t  o£ 
Bills 

asbX~ 
Vstworklng 

XJR  Lavs 

Lialt 
Differs. 

Otnsr 

Arkanim* 

1 

z 

1 

Z 

CoBBcetieut 

X 

Z 

Ooer^iA 

z 

Eavail 

z 

Zdabe 

z 

1 

Leuisiaaa 

1 

z 

KalB* 

1 

z 

Maryland 

1 

z 

MiBBaseta 

X 

z 

Nlsieuri 

1 

z 

Meataaa 

s 

z 

z 

M.  Dakota 

I 

z 

vavada 

z 

Ohio 

z 

Oklaboaa 

z 

z 

Rbod*  Island 

z 

Tazas 

z 

z 

Otah 

z 

Washington 

z 

2  0  STXTZS 

2C  BILLa 

9  STXTZS 

11  STXTZS 

1  STXTE 

3  STXTES 
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Chairman  Stark.  Thank  you,  very  much,  Mr.  Secretary.  We  ap- 
preciate your  coming  forward  to  enlighten  us.  We  look  forward  to 
working  with  you  as  we  work  through  this  process  over  the  next 
several  months. 

Our  next  witnesses  are  a  panel  consisting  of  the  American  Acad- 
emy of  Actuaries,  represented  by  Nancy  Nelson,  Committee  on 
Health,  accompanied  by  Gary  Hendricks,  director  of  government 
information  and  chief  economist,  and  probably  some  huge  super- 
computer which  they  have  in  their  briefcases.  Allen  Feezor,  chief 
deputy  commissioner  of  the  North  Carolina  Department  of  Insur- 
ance; and  the  Families  USA,  represented  by  Judy  Waxman,  direc- 
tor of  government  affairs. 

All  of  the  witnesses'  prepared  statements,  without  objection,  will 
be  made  part  of  the  record,  and  we  would  ask  you  to  summarize  or 
expand  on  your  prepared  testimony.  Ms.  Nelson  or  Mr.  Hendricks, 
whomever  you  choose,  please  proceed. 

STATEMENT  OF  NANCY  NELSON,  COMMITTEE  ON  HEALTH, 
AMERICAN  ACADEMY  OF  ACTUARIES,  ACCOMPANIED  BY  GARY 
HENDRICKS,  DIRECTOR  OF  GOVERNMENT  INFORMATION  AND 
CHIEF  ECONOMIST 

Ms.  Nelson.  Good  morning,  Mr.  Stark  and  members  of  the  sub- 
committee. I  am  here  today  as  a  representative  of  the  American 
Academy  of  Actuaries,  Committee  on  Health. 

As  you  mentioned,  the  Committee  on  Health  has  prepared  writ- 
ten testimony  discussing  the  provisions  of  H.R.  3626  and  H.R.  2121, 
and  I  would  like  to  ask  that  it  be  added  to  the  record.  I  would  also 
like  to  note  the  academy  has  previously  provided  written  testimony 
on  H.R.  1565. 

My  remarks  today  relate  to  H.R.  3626  and  its  potential  effect  on 
the  health  insurance  market  for  small  employers.  Currently,  there 
are  three  problems  in  the  small  group  health  insurance  market; 
these  include  the  availability  of  coverage,  the  high  cost  of  coverage, 
and  the  predictability  of  rate  increases.  In  the  opinion  of  the  Com- 
mittee on  Health,  H.R.  3626  will  address  the  problem  of  availabil- 
ity of  coverage  through  its  guaranteed  access  provisions.  These  in- 
clude guaranteed  eligibility,  guarantee  of  issue,  guaranteed  renew- 
al, and  restrictions  on  the  use  of  preexisting  condition  limitations. 

As  a  result  of  these  provisions,  employer  groups  who  currently 
have  difficulty  finding  insurance  coverage  will  be  able  to  purchase 
coverage.  Groups  that  now  have  access  to  coverage  will  continue  to 
have  access.  Unfortunately,  the  high  cost  of  insurance  coverage 
will  continue  to  be  a  concern,  and  H.R.  3626  will  contribute  to  this 
concern. 

This  is  true  for  three  reasons.  First,  guaranteed  issue  will  mean 
that  more  high-cost  individuals  will  enter  the  insured  risk  pool,  in- 
creasing average  costs.  Second,  the  rating  bands  will  raise  rates  for 
lower  cost  groups  causing  some  of  them  to  drop  coverage.  Third, 
the  core  benefit  package  specified  by  H.R.  3626  is  generous  relative 
to  the  benefits  currently  provided  or  purchased  by  many  small  em- 
ployers. 

To  understand  why  costs  will  increase,  it  is  necessary  to  under- 
stand that  there  will  be  both  winners  and  losers  under  H.R.  3626. 
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The  winners  will  be  those  who  currently  cannot  get  coverage  and 
those  that  currently  have  high  premium  rates.  The  losers  will  be 
those  that  currently  have  the  lowest  rates;  the  younger,  healthier 
groups  in  industries  with  few  occupational  hazards. 

Because  being  self-insured  continues  to  be  voluntary  under  this 
proposal,  there  will  be  adverse  selection  and  selective  disenroll- 
ment.  Adverse  selection  refers  to  individuals  making  insurance  de- 
cisions that  are  most  financially  beneficial  to  them.  Under  H.R. 
3626,  this  means  that  the  first  new  groups  to  select  coverage  will 
be  those  with  the  highest  expected  costs.  These  are  the  groups  who 
cannot  get  coverage  now.  The  entrance  of  these  groups  will  in- 
crease average  costs. 

Unfortunately,  adverse  selection  is  not  the  only  problem.  H.R. 
3626  will  convert  a  carefully  underwritten  insurance  market  into  a 
minimally  underwritten  one  and  changes  rules  for  rate  develop- 
ment. Very  healthy  groups  are  already  getting  the  most  affordable 
coverage  possible  under  the  current  system  because  they  are  under 
it.  With  rating  bands,  their  premiums  will  rise.  Some  of  them  will 
not  be  able  to  afford  or  will  not  be  willing  to  afford  the  higher  pre- 
miums. As  a  result,  some  of  them  will  elect  to  either  drop  coverage 
or  choose  lower-cost  alternatives  such  as  individually  underwritten 
products. 

Although  it  is  clear  there  will  be  adverse  selection  by  high-cost 
groups  and  selective  disenrollment  by  lower  cost  groups,  the  extent 
of  each  of  these  is  highly  uncertain.  It  is  also  uncertain  how  much 
the  cost  will  rise  because  of  the  enhanced  benefit  package  and  rate 
restrictions.  Thus,  contrary  to  the  intent  of  H.R.  3626,  the  number 
of  workers  insured  by  small  employer  products  may  not  increase, 
and,  in  fact,  could  decrease. 

Cost  is  now,  and  will  remain,  the  major  consideration  for  small 
groups  and  whether  they  choose  to  purchase  insurance.  Though  the 
academy's  Committee  on  Health  is  very  concerned  about  the  poten- 
tial adverse  cost  consequences  of  H.R.  3626,  the  bill  will  increase 
the  predictability  of  rate  increases  in  the  small  group  insurance 
market  by  eliminating  certain  rating  practices  that  contribute  to 
rate  instability  and  are  not  required  in  order  to  have  a  viable  pri- 
vate insurance  market.  As  a  result,  for  those  who  could  afford  cov- 
erage under  these  new  Federal  standards,  the  bill  will  increase  un- 
certainty concerning  the  continued  availability  and  affordability  of 
this  coverage. 

In  closing,  I  would  like  to  make  one  final  point.  The  academy's 
Health  Committee  strongly  believes  that  if  Congress  adopts  this  ap- 
proach, it  must  do  so  in  a  way  that  minimizes  the  impact  of  the 
potential  increases  in  cost.  Sharp,  erratic  changes  in  premiums, 
both  up  and  down,  over  a  period  of  2  or  3  years,  will  be  difficult  for 
employers  to  deal  with.  These  erratic  changes  should  and  can  be 
avoided  through  appropriate  phasein  provisions. 

The  academy's  Committee  on  Health  would  welcome  the  oppor- 
tunity to  work  with  members  of  this  subcommittee  and  their  staff 
to  help  assure  the  best  possible  outcome  for  employees  of  small  em- 
ployers. 

Thank  you. 

Chairman  Stark.  Thank  you,  very  much. 

[The  prepared  statement  and  attachments  follow:] 
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SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
HEARINGS  ON 
PRIVATE  HEALTH  INSURANCE  REFORM  LEGISLATION 
INCLUDING  H.R.  2121,  H.R.  1565  AND  H.R.  3626 

TESTIMONY 
BY  THE 
COMMITTEE  ON  HEALTH 
AMERICAN  ACADEMY  OF  ACTUARIES 

March  12,  1992 


The  American  Academy  of  Actuaries  is  a  national  organization  formed  in  1965 
to  bring  together  into  a  single  entity  actuaries  of  all  specialties  within  the  United 
States.  In  addition  to  setting  qualification  standards  and  standards  for  actuarial 
practice,  a  major  purpose  of  the  Academy  is  to  act  as  a  public  information 
organization  for  the  profession.  Academy  committees  regularly  prepare  testimony 
for  Congress,  provide  information  to  congressional  staff  and  senior  federal  policy 
makers,  comment  on  proposed  federal  regulations,  and  work  closely  with  state 
officials  on  issues  related  to  insurance. 

This  testimony  was  prepared  by  the  Academy's  18-member  Committee  on  Health. 
The  committee  is  made  up  of  representatives  from  the  entire  range  of  health 
actuarial  practice.  The  committee  includes  actuaries  who  work  as  consultants,  are 
employed  by  insurance  companies,  are  actuaries  for  government  health  programs 
and  the  National  Association  of  Insurance  Commissioners,  and  are  employed  by 
nonprofit  health  organizations. 

INTRODUCTION 

Currently  there  are  three  problems  in  the  small  group  health  insurance  market:  (1)  the  high  cost 
of  coverage,  (2)  the  availabiltiy  of  coverage  and  (3)  the  magnitude  and  predictability  of  rate 
increases  from  one  year  to  the  next.  This  testimony  examines  H.R.  3626  and  H.R.  2121,  two  of 
the  bills  being  considered  by  the  subcommittee  at  this  hearing,  and  discusses  their  potential 
effectiveness  in  addressing  the  major  problems  faced  by  small  employers  in  obtaining  health 
insurance. 


KEY  PROVISIONS  OF  H.R.  3626 

H.R.  3626,  introduced  by  Representative  Rostenkowski,  would  establish  minimum  federal 
standards  for  health  insurance  products  marketed  to  small  employers.  The  bill  defines  small 
employers  as  those  with  2  to  50  employees  who  normally  work  17  1/2  hours  or  more  a  week. 
The  bill  would: 

Require  insurers  that  market  small  group  insurance  to  offer  their  products  to  any  small 
group  that  could  meet  the  insurer's  minimum  participation  requirements.  Insurers  would 
also  have  to  guarantee  renewability  of  such  policies. 

Eliminate  premium  differentials  except  those  related  to  geographic  area,  age  and  gender 
and,  for  age  and  gender,  limit  the  permissible  variation. 
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Limit  exclusions  from  coverage  for  preexisting  conditions  to  six  months.  Workers  with 
prior  coverage  could  not  be  excluded  if  the  break  in  coverage  was  less  than  three  months. 

Mandate  a  minimum  standard  benefit  package  for  insurance  products  that  includes  all 
coverages  included  in  Medicare  Parts  A  and  B  plus  a  number  of  additional  coverages,  and 
establish  cost  sharing  limits. 

The  provisions  of  H.R.  3626  would  not  apply  to  self-insured  plans,  except  for  the  preexisting 
conditions  limitations.  To  discourage  small  groups  from  self-insuring,  H.R.  3626  would  impose 
a  tax  of  25%  on  the  expenditures  of  a  small  group  health  plan  if  the  plan  is  not  insured. 

IMPACT  OF  H.R.  3626  ON  CURRENT  SMALL  GROUP  INSURANCE  PRACTICES 

Each  of  the  major  provisions  of  H.R.  3626  will  have  a  substantial  impact  on  current  practices  in 
the  small  group  insurance  market.  However,  different  types  of  carriers  wiU  be  affected  differently 
as  will  small  groups  that  insure  with  different  types  of  carriers.  The  discussion  below  relates 
primarily  to  the  practices  of  for-profit  commercial  insurance  carriers.  Practices  of  Blue 
Cross/Blue  Shield  plans  vary  widely  from  state  to  state  because  of  state  regulation.  HMOs  also 
vary  widely  in  their  rating  and  underwriting  philosophies  for  smaU  groups,  and  the  rating 
practices  of  many  HMOs  are  restricted  by  state  and  federal  statutes. 

Guaranteed  Issue,  Eligibility  and  Renewal  Provisions:  Currently  all  or  nearly  all  small  group 
business  is  underwritten.  Medical  underwriting  is  almost  always  used  for  groups  of  under  15 
eligible  employees  and  may  be  used  for  groups  up  to  50.  Group  underwriting  techniques  are  also 
used.  Minimum  participation  requirements  and  minimum  employer  contribution  levels  are  two 
of  the  most  commonly  used  group  underwriting  criteria.  Other  examples  of  group  underwriting 
criteria  are  employer  stability  and  employee  tumover.  Because  of  underwriting,  those  who  are 
newly  insured  in  the  small  group  market  are  a  better  morbidity  risk  than  those  who  are  not 
insured.  Also,  because  of  underwriting,  some  groups  and  some  individuals  cannot  obtain 
coverage  or  can  do  so  only  at  a  very  high  cost. 

Adverse  selection  is  a  term  used  by  actuaries  to  describe  the  observed  action  of  individuals  and 
groups  to  make  insurance  decisions  that  are  most  financially  beneficial  to  them.  With  guaranteed 
issue,  the  persons  with  the  worst  health  status  will  be  the  first  to  seek  coverage.  However, 
because  of  the  rating  bands  in  the  bill,  insurers  will  not  be  able  to  charge  those  groups  with  the 
worst  health  status  the  full  cost  of  the  expected  claims  they  will  add  to  the  insured  pool.  Thus, 
rates  for  healthier  groups  will  have  to  be  raised  to  subsidize  the  less  healthy  groups. 

Since  healthier  groups  will  have  to  subsidize  less  healthy  ones,  there  will  also  be  selective 
disenrollment.  This  means  that  some  of  the  groups  with  the  low  premiums  currently  will  drop 
coverage  or  seek  less  expensive  alternatives.  Under  H.R.  3626,  healthy  small  groups  could  avoid 
subsidizing  other  groups  by  obtaining  individual  insurance  where  underwriting  is  not  restricted. 
Healthy  groups  could  also  choose  to  self-insure  and  might  do  so  if  the  insurance  premium  would 
clearly  exceed  the  group's  expected  health  expenditures  plus  25%  (the  amount  of  the  surtax  on 
self-insured  health  care  expenditures). 

Rate  Band  Limitations:  H.R.  3626  will  permit  full  variation  in  premiums  for  cost  differentials 
between  geographic  areas.  However,  the  bill  also  states  that  no  geographic  area  can  be  smaller 
than  a  Standard  Metropolitan  Statistical  Area  (SMSA).  Currently,  some  insurers  use  smaller 
areas. 

H.R.  3626  also  permits  premiums  to  vary  for  differences  in  age  and  gender  of  groups.  However, 
the  variation  is  limited  to  plus  or  minus  25%  of  the  insurer's  index  rate  which  is  defined  as  133 
1/3  percent  of  the  lowest  premium  that  could  be  charged.  All  of  a  carrier's  small  group  business 
is  to  be  treated  as  a  single  block,  except  business  marketed  by  direct  mail,  insurance  marketed 
through  associations  formed  for  purposes  other  than  providing  insurance,  and  business  purchased 
from  another  insurance  carrier  may  be  treated  as  separate  blocks.  A  20%  rate  differential  is 
permitted  between  blocks  of  business. 
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The  rate  band  limitations  within  a  block  of  business  will  significantly  restrict  variations  in  rates 
relative  to  current  practice.  In  addition  to  age  and  gender,  many  companies  recognize  industry, 
experience  and  duration,  and  health  status.  H.R.  3626  will  eliminate  variations  from  these  other 
underwriting  factors,  which  often  lead  to  substantial  differences  in  premiums  or  rejection. 
Moreover,  the  maximum  variation  permitted  for  age  and  gender  is  smaller  than  the  range  of 
actual  differences  in  costs  due  to  these  characteristics. 

Exhibits  1  and  2  provide  an  indication  of  how  much  demographic  characteristics  can  affect 
expected  health  insurance  claims  costs.  Exhibit  1  is  a  table  of  age/sex  factors  reflecting  the 
actual  experience  of  an  HMO.  Each  factor  in  the  table  indicates  the  expected  claims  cost  of  an 
individual  of  a  particular  sex  and  age  relative  to  the  average  claim  cost  for  all  individuals.  As 
shown  at  the  bottom  of  the  exhibit,  the  expected  claims  cost  for  male  workers  age  60-64  is  four 
times  the  expected  claims  cost  for  male  workers  age  20-29. 

Exhibit  2  shows  the  relative  age/gender  factors  for  four  hypothetical  small  employer  groups. 
Employer  Group  A  includes  only  males  who  are  between  the  ages  of  20  and  49.  Employer 
Group  D  includes  only  young  females  and  males  between  age  50  and  64.  As  shown  at  the 
bottom  of  the  exhibit,  the  differences  in  the  average  cost  factor  because  of  age  and  sex  are  large. 
If  these  hypothetical  groups  were  part  of  a  block  of  business  where  the  age/gender  factors 
averaged  1 .0  and  only  age  and  gender  were  used  to  determine  the  premium  rate,  then  Employer 
Group  A's  premium  would  be  only  69%  of  the  average  premium  charged.  Employer  Group  D 
would  pay  a  premium  76%  higher  than  the  average  one  for  the  whole  block  of  business. 

The  employer  groups  in  Exhibit  2  are  not  intended  to  be  typical.  They  merely  illustrate  how  large 
differences  in  expected  claims  costs  can  be  based  only  on  the  age/gender  mix  of  a  small  group. 
In  fact,  when  dependents  are  added  and  the  size  of  the  group  (including  dependents)  exceeds  15 
or  20  individuals,  many  of  the  groups  would  have  expected  claims  near  the  average  for  all  groups 
in  the  block  of  business. 

As  a  result  of  limiting  variations  in  premium  rates,  the  current  premium  rates  of  many  groups 
will  be  affected.  Rates  will  increase  for  groups  that  currently  have  the  lowest  rates  and  will 
decrease  for  groups  that  have  the  highest  rates. 

Preexisting  Conditions  Limitations:  The  6-month  limitation  on  exclusions  from  coverage  for 
preexisting  conditions  treated  or  diagnosed  in  the  three  months  prior  to  coverage  will  exclude 
fewer  claims  than  the  conditions  insurers  currently  use  to  deal  with  preexisting  conditions.  Under 
current  practice,  a  more  representative  provision  would  be  a  limitation  of  12  months  on  treatment 
of  conditions  diagnosed  or  treated  in  the  6  or  12  months  preceding  the  effective  date  of  coverage. 

In  addition  to  limiting  exclusions  to  a  maximum  of  six  months,  H.R.  3626  would  require  that 
insurers  reduce  the  period  of  exclusion  by  one  month  for  each  month  in  prior  coverage.  Those 
who  change  insiu-ance  plans  for  any  reason  are  to  be  considered  in  continuous  coverage  if  the 
lapse  in  coverage  is  less  than  three  months. 

It  is  clear  that  fewer  people  will  be  excluded  from  coverage  under  the  new  limitations  of  H.R. 
3626  and  that  this  provision  of  the  bill  will  add  to  the  cost  of  the  average  premium  for  small 
groups.  It  is  not  known  how  many  people  in  small  employer  groups  are  currently  excluded  from 
coverage  because  of  preexisting  conditions  and  for  what  conditions  they  are  excluded.  However, 
the  cost  of  this  provision  should  not  be  large.  Based  on  a  report  on  actuarial  studies  done  in 
conjunction  with  small  group  reform  in  Ohio,  this  change  might  increase  costs  by  around  2 
percent. 

Mandated  Minimum  Benefits  Package:  All  services  that  are  provided  by  Medicare  are  included 
in  the  core  benefit  package  required  by  H.R.  3626.  With  the  exception  of  coverage  for 
prescription  drugs,  the  services  covered  by  Medicare  are  very  comprehensive.  Many  employers 
currently  have  covered  services  that  are  less  generous  than  those  provided  by  Medicare, 
particularly  in  the  area  of  mental  health.  However,  a  majority  of  employer-sponsored  health 
benefit  plans  provide  some  coverage  for  prescription  drugs. 
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The  annual  deductible  and  out-of-pocket  amounts  included  in  a  plan  may  not  exceed  $250  and 
$2,500  per  individual,  respectively.  For  a  family  the  deductibles  and  out  of  pocket  amounts  are 
$500  and  $3,000,  respectively.  No  deductibles  may  apply  to  preventive  services  for  children,  nor 
to  pregnancy  related  services. 

These  minimum  benefits  are  more  generous  than  the  benefits  currently  provided  by  many  small 
employers.  Hence,  some  currently  insured  small  groups  will  face  increased  premium  costs  to  pay 
for  the  enhanced  benefits  they  will  need  to  provide.  Moreover,  since  qualified  HMOs  are 
excluded  from  this  part  of  the  bill,  many  HMOs  will  be  precluded  from  offering  this  type  of 
benefit  package  and,  therefore,  may  be  unable  to  offer  a  competitively  priced  product. 

The  core  benefit  provisions  apply  to  all  health  insurance  products  offered  to  small  employers. 
Small  employers  that  self-insure  would  not  have  to  provide  the  core  benefits  if  they  do  not 
choose  to  do  so.  However,  those  who  self-insure  would  pay  a  tax  equal  to  25%  of  their 
expenditures  for  health  care. 


IMPACTS  OF  H.R.  3626  ON  THE  AVAILABILITY 
AND  COST  OF  SMALL  GROUP  INSURANCE 

The  Academy's  Committee  on  Health  has  three  concerns  with  H.R.  3626.  First,  the  bill  will 
increase  the  average  cost  of  employer-sponsored  small  group  health  insurance.  Second,  the  bill 
will  almost  certainly  lead  to  increased  uncertainty  and  instabiUty  in  the  small  group  market 
during  at  least  the  first  two  to  three  years  that  it  is  in  effect.  Third,  the  bill  could  decrease,  rather 
than  increase,  the  percent  of  small  groups  with  health  insurance. 

Nearly  every  provision  in  the  bill  will  tend  to  increase  the  average  cost  of  small  group  health 
insurance.  This  is  true  for  the  provisions  on  guaranteed  issue,  the  restrictions  on  premium 
differentials,  the  enhanced  coverage  for  those  with  preexisting  conditions,  and  the  generous 
required  minimum  benefit  package.  Adding  these  cost  increases  together  could  be  substantial 
for  particular  small  groups  and  for  particular  insurance  settings  where  health  policies  are  currently 
heavily  underwritten.  For  small  group  insurance  as  a  whole,  however,  it  is  difficult  to  predict 
what  the  likely  overall  increase  in  average  cost  will  be  without  further  detailed  study. 

The  bill  addresses  the  availability  of  coverage  through  guaranteed  access  and  restrictions  on  the 
use  of  preexisting  condition  limitations.  These  provisions  will  make  small  group  insurance 
available  to  groups  and  individuals  that  currently  may  not  be  able  to  obtain  such  coverage. 
Groups  that  currently  have  access  to  coverage  will  continue  to  have  access.  However,  these 
provisions  will  also  drive  up  the  average  cost  of  small  group  insurance. 

Because  of  guaranteed  issue,  new  entrants  into  the  pool  of  insured  small  groups  will  be  less 
healthy  than  those  who  are  currently  insured.  To  cover  their  higher  claims  costs,  the  insurers 
who  take  on  these  higher  health  risks  will  have  to  raise  their  premium  rates. 

It  is  not  possible  to  estimate  with  a  high  degree  of  certainty  how  much  costs  will  rise  because 
of  guaranteed  issue.  Analysis  of  the  experience  of  high  risk  pools  indicates  the  average  claims 
costs  for  uninsurables  are  roughly  300%  of  those  for  healthy  individuals.  Moreover,  according 
to  a  Society  of  Actuaries  Research  Report  titled  "Variation  by  Duration  in  Small  Group  Medical 
Insurance  Claims,"  claims  for  those  newly  insured  under  a  guaranteed  issue  product  were  28 
percent  higher,  on  average,  than  the  claims  for  an  underwritten  health  insurance  product. 
Because  of  new  entrants,  the  morbidity  of  the  insured  population  may  be  expected  to  deteriorate 
with  the  introduction  of  guaranteed  issue. 

Guaranteed  issue  could  increase  average  costs  for  another  reason.  H.R.  3626  does  not  provide 
for  a  reinsurance  mechanism.  Thus,  each  insurer  will  have  to  bear  the  risk  of  the  adverse 
selection  that  occurs  because  of  guaranteed  issue.  Some  insurers  may  not  either  be  wiUing  or 
financially  able  to  take  on  this  risk  and  will  withdraw  from  the  small  group  market.  Other 
insurers  will  have  to  raise  their  average  premiums  somewhat  more  than  would  otherwise  be 
required  to  protect  themselves  from  the  uncertainty  associated  with  this  new  risk. 
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The  Academy  committee  is  not  recommending  that  a  reinsurance  mechanism  be  required  or  that 
one  is  even  desirable.  High  risk  pools  have  both  advantages  and  disadvantages.  They  have  the 
advantage  of  being  able  to  insulate  individual  insurers  against  the  risk  of  adverse  selection.  They 
have  the  disadvantage  of  tending  to  reward  insurers  for  their  ability  to  select  groups  to  put  into 
the  pool  rather  than  rewarding  insurers  for  controlling  claims  costs  and  seeking  to  better  manage 
care.  The  committee's  only  point  is  that  the  lack  of  a  risk  pool  might  possibly  lead  to  higher 
average  costs  and  that  the  implications  of  having  or  not  having  a  risk  pool  need  to  be  carefully 
studied. 

Applying  rating  bands  will  mean  that  the  lowest-cost  groups  among  the  currently  insured  will 
have  to  have  their  premiums  raised  to  subsidize  the  highest-cost  groups  among  the  currently 
insured.  As  a  result,  some  low-cost  groups  will  drop  coverage  altogether.  This  will  cause  the 
average  cost  of  small  group  insurance  to  rise. 

Rating  bands,  when  combined  with  guaranteed  access,  will  further  encourage  adverse  selection 
among  groups  that  become  newly  insured.  The  least  healthy,  highest-cost  groups  that  were  not 
previously  insured  will  be  the  first  to  elect  coverage  under  the  new  standards.  This,  too,  will 
drive  up  the  average  cost  for  small  groups.  And  here  again,  the  result  is  likely  to  be  selective 
disenrollment  of  the  lowest-cost  groups  who  will  either  move  to  underwritten  individual  health 
insurance  products  or  drop  health  insurance  coverage  altogether.  In  addition,  as  the  average  cost 
rises,  more  small  groups  may  find  self-insurance  an  attractive  alternative  despite  the  25%  surtax 
imposed  on  the  health  care  expenditures  of  self-insured  small  groups. 

Although  it  seems  clear  that  average  costs  for  insured  small  groups  will  rise,  there  are  a  number 
of  factors  that  may  mitigate  against  a  substantial  across-the-board  increase.  First,  not  all 
currently  insured  small  groups  are  highly  underwritten.  This  is  true  for  most  small  groups 
covered  by  HMOs  and,  in  some  states,  for  the  small  groups  that  participate  in  Blue  Cross/Blue 
Shield  plans.  In  fact,  the  adverse  impacts  of  H.R.  3626  can  be  expected  to  vary  widely  among 
geographic  areas.  In  California,  where  HMOs  and  Blue  Cross  and  Blue  Shield  dominate,  only 
a  very  small  percentage  of  small  groups  might  initially  face  substantial  rate  increases  or 
substantial  rate  decreases.  In  some  states  that  have  implemented  their  own  health  reform 
measures,  the  impact  of  H.R.  3626  might  also  be  relatively  small. 

Exhibit  3  shows  how  small  the  impact  of  the  H.R.  3626  rating  bans  will  be  in  some  settings. 
The  exhibit  is  based  on  data  for  groups  of  under  30  that  are  covered  by  not-for-profit  companies 
in  Minnesota  (HMOs  and  the  Blue  Cross/Blue  Shield  plan).  In  the  exhibit  small  groups  are 
divided  into  cost  groups  in  deciles.  The  top  horizontal  bar  in  the  exhibit  is  for  the  10  percent 
of  groups  with  the  lowest  current  premium  rates.  Similarly,  the  bottom  bar  is  for  the  10  percent 
of  groups  with  the  highest  premium  rates.  For  each  of  the  ten  cost  groups,  the  percentage  change 
in  cost  is  shown  for  rating  bands  that  permit  a  30%  variation  in  premium,  a  20%  variation,  and 
no  variation  (i.e.,  community  rating).  As  shown  in  the  exhibit,  with  a  30%  rate  band,  only  the 
premiums  of  the  10  percent  of  groups  with  the  lowest  and  highest  premiums  would  be 
substantially  affected,  and  premiums  would  increase  by  less  than  15%  for  the  lowest  cost  groups. 

Exhibit  3  also  shows  that  the  number  of  groups  whose  rates  would  change  is  fairly  sensitive  to 
changes  in  the  rating  band.  When  rate  variations  are  restricted  to  20%,  40  percent  of  groups  are 
affected  and  the  premium  increases  for  the  lowest  cost  groups  are  more  than  double  those 
required  when  30%  variation  is  permitted. 

Another  factor  that  could  mitigate  against  substantial  across-the-  board  increases  is  the  ability  of 
highly  underwritten  small  groups  to  move  to  managed  care  settings,  such  as  HMOs  and  PPOs. 
In  the  absence  of  aggressive  underwriting  of  small  groups,  these  settings  may  offer  lower-cost 
alternatives  than  traditional  indemnity  plans  whose  morbidity  might  begin  to  look  much  more  like 
that  in  settings  that  are  currently  not  heavily  underwritten. 

Although  there  may  be  mitigating  factors,  nonetheless,  some,  if  not  many,  of  the  cross-subsidies 
envisioned  in  the  bill  will  not  materialize,  and  average  cost  will  increase  for  the  remaining 
insureds.  Thus,  although  H.R.  3626  will  give  some  groups  access  that  was  previously  denied, 
the  induced  higher  average  cost  of  small  group  insurance  may  well  increase  the  proportion  of 
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workers  in  small  firms  who  are  uninsured,  and  this  proportion  could  continue  to  increase  over 
time  if  the  risk  pool  of  insureds  deteriorates  because  of  because  of  selective  disenroUment  and 
high  cost  new  entrants. 

The  bill  addresses  the  magnitude  and  predictability  of  rate  increases  by  introducing  rating  bands 
and  limiting  annual  premium  increases  for  any  group  to  the  increase  in  the  insurer's  base  rate  for 
all  groups  plus  5  percentage  points. 

Over  a  period  of  three  or  four  years,  the  rating  bands  and  related  restrictions  should  add  to  the 
predictability  of  rate  increases.  These  provisions  will  eliminate  first-year  discounts  for  newly 
underwritten  smaU  groups  and  will  prevent  insurers  from  using  tier  rating  and  other  durational 
rating  schemes.  In  the  short-run,  however,  many  small  groups  with  very  low  premiums  may 
experience  large  rate  increases  in  order  to  subsidize  the  groups  that  currently  have  the  highest 
rates. 

The  hardest  hit  groups  will  be  the  younger,  healthy  ones  that  have  recently  been  underwritten  or 
reunderwriten.  These  groups  will  pay  increased  premiums  to  subsidize  the  higher  cost  groups, 
to  pay  for  changes  in  the  preexisting  conditions  limitations,  and  to  support  the  inflationary 
increase  in  medical  costs  and  utilization.  Finally,  the  groups  paying  the  lowest  premiums  may 
experience  substantial  premium  increases  because  of  the  imposition  of  the  new  mandated  benefit 
package. 

At  the  same  time  that  some  of  the  lowest-cost  groups  would  be  experiencing  sharp  short-run 
increases  in  premiums,  imposition  of  the  rating  bands  would  mean  that  the  groups  with  the 
highest  premiums  currently  would  experience  reductions  in  their  rates  which  in  the  short-run 
could  be  as  great  as  20-30%  or,  in  extreme  cases,  even  more.  Of  course,  in  some  cases 
substantial  reductions  would  not  occur  because  of  the  mandated  enhanced  benefits  package  and 
the  cost  of  guaranteed  issue  and  other  provisions.  Moreover,  even  large  reductions  that  are 
realized  may  be  short-lived.  They  could  be  reversed  as  the  market  adjusts  to  the  effects  of 
adverse  selection  by  high-cost  groups  entering  coverage  and  selective  disenroUment  of  currently 
insured  low-cost  groups. 

Thus,  although  H.R.  3626  should  lead  to  more  predictable  rates,  during  the  first  two  or  three 
years  of  implementation,  erratic  changes  in  rates  both  up  and  down  may  well  confuse  some 
members  of  the  small  employer  community  and  increase  uncertainty  among  both  employers  and 
employees.  Moreover,  employees  and  employers  who  cannot  afford  to  keep  their  health 
insurance  because  of  these  changes  are  likely  to  be  highly  dissatisfied  with  the  new  federal 
standards. 


OPTIONS  FOR  IMPROVING  H.R.  3626 

If  Congress  chooses  to  adopt  the  approach  set  forth  in  H.R.  3626  several  changes  could  be  made 
that  could  mitigate  the  large  impact  the  bill  may  have  on  reducing  coverage  and  the  short-run 
disruption  the  bill  would  cause  for  both  consumers  and  insurers. 

The  most  important  thing  that  should  be  done  is  to  provide  for  a  reasonable  transition  time  from 
the  present  system  of  carefully  underwritten  small  group  health  insurance  to  a  system  with  only 
minimal  underwriting.  The  various  provisions  of  the  bill  could  be  phased-in  so  that  those 
currently  insured  would  not  experience  dramatic  rate  changes  in  a  single  year.  For  example, 
during  the  first  year  insurers  could  be  required  to  implement  the  new  rules  for  pre-existing 
conditions.  During  the  second  to  fourth  years  insurers  might  be  required  to  eliminate  durational 
and  tier  rating  practices.  During  the  fifth  and  subsequent  years,  insurers  might  be  required  to 
move  their  rate  structure  within  the  rating  bands  specified  in  the  bill. 

There  are  several  other  advantages  to  a  phased-in  approach  in  addition  to  insulating  large 
numbers  of  consumers  from  dramatic  premium  rate  changes  in  a  single  year.  Insurers  would  be 
better  able  to  anticipate  how  their  mix  of  insureds  was  changing  and  price  this  risk  appropriately. 
In  addition,  spreading  the  large  rate  changes  that  some  groups  will  have  to  experience  over  a 
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number  of  years  may  help  employers  adjust  to  the  higher  costs  and  reduce  the  number  of  small 
groups  that  withdraw  from  coverage. 

Alternatively,  some  provisions  might  be  dropped  from  the  bill  initially  until  their  implementation 
could  be  more  carefully  planned  and  the  cost  implications  more  carefully  studied.  For  example, 
an  initial  proposal  might  only  place  new  restrictions  on  exclusions  for  preexisting  conditions  and 
eliminate  durational  rating  schemes.  These  changes  would  not  be  highly  disruptive  to  either  the 
consumer  or  insurer  side  of  the  market. 

There  are  many  other  options  for  improving  H.R.  3626  including  allowing  more  flexibility  in  the 
minimum  benefit  package.  The  Academy's  Committee  on  Health  would  be  happy  to  discuss  the 
full  range  of  options  with  members  of  the  subcommittee  or  their  staff. 

KEY  PROVISIONS  OF  H.R.  2121 

H.R.  2121,  introduced  by  Representative  Stark,  would  set  minimum  federal  standards  for 
insurance  sold  to  all  employer  groups  for  employees  who  work  30  or  more  hours  per  week.  (No 
minimum  or  maximum  group  size  limits  are  noted  in  the  bill.)  The  bill  would: 

Require  that  health  insurers  issue  policies  to  any  employer  willing  to  pay  the  premium, 
maintain  year-round  open  enrollment  for  all  eligible  employees,  and  guarantee  the 
renewability  of  the  policy. 

Require  that  all  policies  be  issued  on  a  community-rated  basis  with  no  recognition  of  a 
group's  demographic  characteristics.  Individuals  leaving  the  group  could  opt  to  convert 
to  individual  coverage  at  a  rate  of  no  more  than  150%  of  the  insurer's  applicable 
community  rate. 

Mandate  a  minimum  standard  benefit  package  that  includes  all  coverages  included  under 
Medicare  Parts  A  and  B  plus  a  number  of  additional  coverages. 

Limit  exclusions  for  pre-existing  conditions  to  6  months. 

Establish  a  federal  reinsurance  trust  fund  that  would  reimburse  qualified  plans  for 
payments  of  core  benefits  for  an  individual  after  the  first  $25,000  of  covered  medical 
expenses.  The  reinsurance  fund  would  be  financed  through  a  per  participant  excise  tax. 
The  tax  rate  would  be  set  each  year  to  cover  the  expected  expenditures  for  that  year,  and 
the  trust  fund  arrangement  would  apply  to  all  qualified  plans,  including  self-insured  ones. 

IMPACT  OF  H.R.  2121  ON  CURRENT  INSURANCE  PRACTICES 

Mandated  Minimum  Benefits  Package:  The  package  in  this  bill  closely  parallels  the  package 
included  in  H.R.  3626.  However,  the  deductibles  and  out-of-pocket  amounts,  which  may  not 
exceed  $500  and  $2500,  respectively,  are  only  applied  to  individuals.  No  deductibles  may  apply 
to  preventive  services  for  children,  nor  to  pregnancy  related  services.  The  minimum  covered 
services  provisions  also  parallel  those  in  H.R.  3626.  Since  the  differences  in  the  bills  are  minor, 
the  same  comments  apply  that  apply  to  H.R.  3626. 

The  minimum  benefits  provisions  apply  to  all  health  insurance  products  offered  to  all  employers. 
Thus,  the  intent  of  the  core  benefit  requirements  appears  to  be  that  a  specified  minimum  level 
of  benefit  should  be  provided  if  an  employer  elects  to  provide  health  benefits  at  all.  Assuming 
that  is  true,  extending  the  core  benefit  provisions  to  self-insured  plans  would  seem  appropriate 
and  would  avoid  peculiar  cross  subsidies  between  self-insured  and  insured  employer  groups  that 
could  occur  through  the  reinsurance  mechanism. 

Guaranteed  Access:  H.R.  2121  includes  a  number  of  provisions  to  ensure  guaranteed  access  to 
health  insurance.    These  include  year-  round  open  enrollment,  guaranteed  eligibility  of  aU 
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members  within  an  employer  group  including  dependents,  guaranteed  issue  except  for  inability 
to  pay  premiums,  and  guaranteed  renewal  except  for  non-payment  of  premiums,  fraud, 
misrepresentation,  or  non-compliance  with  plan  provisions.  Related  to  these  are  limitations  on 

the  use  of  preexisting  condition  limitations. 

These  changes  to  ensure  access  will  primarily  affect  the  small  group  market  where  they  will 
cause  health  insurance  premium  costs  to  increase.  This  market  is  usually  defined  to  include 
groups  of  up  to  25  or  30  employees.  For  larger  employer  groups  access  to  insurance  is  not  a 
significant  problem.  Since  the  guaranteed  access  provisions  of  H.R.  2121  are  similar  to  those 
of  H.R.  3626,  the  same  comments  apply. 

Community  Rating:  Premium  rates  for  coverage  under  health  insurance  contracts  will  be  based 
on  the  "average  per  capita  cost"  of  providing  coverage  to  all  individuals  covered  by  applicable 
contracts  issued  by  the  insurer.  This  means  that  each  person  will  pay  exacdy  the  same  premium 
rate  for  coverage.  This  rating  approach  is  commonly  referred  to  as  community  rating. 

Introduction  of  a  community  rating  requirement  will  have  an  enormous  effect  on  the  insurance 
market.  Nearly  all  groups  will  be  affected  by  the  introduction  of  community  rating.  Groups  who 
currently  pay  the  lowest  premium  rates  will  have  large  rate  increases.  Groups  with  the  highest 
current  premium  rates  will  have  rate  decreases.  Some  of  the  groups  who  have  significant  rate 
increases  will  elect  to  drop  coverage  rather  than  pay  the  increased  cost.  As  a  result,  the 
"subsidy"  from  these  groups  (i.e.,  the  difference  between  the  community  rate  and  the  group's 
expected  costs)  will  be  unavailable,  and  the  average  community  rate  will  increase  to  cover  the 
shortfall. 

With  an  immediate  shift  to  community  rating  and  a  guaranteed  issue  environment,  employers, 
through  their  insurance  brokers,  would  be  able  to  compare  readily  the  cost  of  purchasing 
coverage  from  many  companies.  A  situation  where  this  leads  to  financial  losses  for  all 
competitors  is  easy  to  imagine.  For  example,  assume  two  insurance  companies.  Company  A 
anticipates  that  a  premium  of  $120  is  needed  for  its  community,  and  Company  B  develops  a  rate 
of  $100.  Both  companies  have  based  the  rates  on  an  expected  cost  for  their  enrollment.  Because 
comparison  shopping  could  be  readily  done.  Company  A  is  likely  to  lose  many  groups  to 
Company  B.  Company  B,  on  the  other  hand,  is  likely  to  suffer  large  short-run  losses,  because 
its  $100  premium  is  inadequate  to  support  the  costs  associated  with  Company  A's  groups.  These 
types  of  problems  are  especially  likely  during  the  transition  period  when  insurers  will  be  dealing 
with  great  uncertainty  about  their  expected  costs. 

The  premium  rate  calculation  described  in  H.R.  2121  is  silent  on  issues  of  geographic  variation. 
This  is  problematic,  since  some  health  insurers  operate  nationally,  while  others  are  regional  or 
statewide.  HMOs,  which  provide  coverage  to  a  growing  membership,  generally  have  very 
concentrated  service  areas.  Geographic  differences  in  costs  are  substantial,  and  area  rating  factors 
may  differ  by  more  than  100  percent.  The  large  variations  in  costs  among  geographic  areas  and 
the  variation  in  geographic  market  areas  of  insurers  underscore  the  need  to  explicitly  address 
treatment  of  geography. 

Requiring  a  single  community  rate  for  all  employer  group  sizes  is  also  a  concern  because  of 
variations  in  insurers  operations  by  group  size.  These  variations  affect  the  cost  of  operations  in 
the  different  markets.  Examples  of  the  variations  include: 

0        Distribution  systems, 

0        Rating  practices,  including  recognition  of  group  specific 

experience, 
0        Funding  arrangements,  and 
0        Relative  levels  of  administrative  expense. 

The  result  of  requiring  a  community  rating  approach  for  all  insured  groups  may  be  that  larger 
groups  subsidize  the  costs  of  smaller  groups.  To  avoid  this  situation,  increasingly  smaller 
employers  are  liJcely  to  elect  to  self  insure,  which  will  raise  the  average  rate  needed  to  cover  the 
expenses  for  the  remaining  groups. 
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Health  Reinsurance  Trust  Fund:  The  Health  Reinsurance  Trust  Fund  would  effectively  provide 
stoploss  insurance  to  health  insurance  plans,  self-insured  employer  plans  and  HMOs  for  health 
expenses  in  excess  of  $25,000  for  members  of  employer  groups.  Claims  in  excess  of  $25,000 
per  person  represent  10-15%  of  total  health  claims.  Since  the  program  is  applied  to  all  plans, 
this  proposal  would  have  the  federal  government  provide  catastrophic  insurance  protection  for 
employer-based  health  benefit  programs.  If  this  is  the  intent  of  the  trust  fund,  is  it  equitable  to 
provide  these  benefits  only  to  persons  who  are  covered  by  employer  plans?  Perhaps  the  benefit 
should  be  provided  to  any  individual,  whether  insured  in  some  way  or  not. 

The  proposed  $25,000  stop-loss  Umit  raises  a  number  of  mechanical  issues.  A  common  method 
of  determining  when  the  $25,000  threshold  is  met  would  be  needed.  This  is  a  problem  because 
insurers  and  HMOs  pay  providers  under  a  number  of  different  arrangements.  These  include,  but 
are  not  limited  to,  billed  charges,  negotiated  discounts,  per  diem  hospital  rates,  per  admission 
hospital  rates,  fee  schedules  and  capitations.  Using  a  predetermined  rate  schedule  as  a  basis  for 
determining  whether  the  limit  was  met  would  be  a  possible  solution,  but  would  be  an  additional 
administrative  expense  for  insurers. 

Another  issue  is  the  accumulation  of  claims  over  time.  Is  the  $25,000  intended  to  be  an  annual 
threshold  or  is  it  cumulative?  If  the  amount  is  cumulative,  must  all  claims  be  incurred  while  an 
individual  is  insured  by  a  particular  health  insurer  or  are  the  accumulated  claims  portable? 

The  $25,000  reinsurance  threshold  raises  policy  as  well  as  technical  issues.  Treatment  of  many 
medical  conditions  that  are  relatively  common  today  will  produce  expenses  in  excess  of  the 
$25,000  threshold.  Will  the  federal  government  become  involved  in  addressing  ways  to  control 
these  costs?  An  example  might  be  a  program  dedicated  to  contracting  and/or  controlling  costs 
associated  with  transplants.  This,  in  turn,  leads  to  other  questions  on  the  possible  role  of  the 
government  in  rationing  access  to  high  cost  services.  The  threshold  amount  needs  to  be  carefully 
considered  both  as  to  its  impact  on  the  insurance  market  and  its  implications  for  public  policy. 

Health  Insurance  Stop-Loss  Excise  Tax:  The  expense  incurred  by  the  Health  Reinsurance  Trust 
Fund  will  be  supported  by  a  tax  on  health  insurance  premiums.  This  tax  will  also  be  applied  to 
self-funded  plans  and  HMOs. 

Using  a  tax  on  employer-sponsored  health  benefits  as  a  financing  mechanism  for  the  Health 
Reinsurance  Trust  Fund  should  be  considered  along  with  the  question  of  whether  benefits  under 
the  Trust  Fund  should  be  extended  to  persons  who  are  not  insured  by  employer  programs.  If  the 
reinsurance  trust  fund  is  to  apply  to  all  persons,  then  some  other  funding  source,  such  as  an 
employer  or  individual  income  tax,  a  change  in  the  tax  deductible  status  of  employer  provided 
health  benefits,  or  a  sin  tax  could  be  considered. 


IMPACTS  OF  H.R.  2121  ON  AVAILABILITY 
AND  COST  OF  GROUP  INSURANCE 

H.R.  2121  includes  many  provisions  that  closely  parallel  H.R.  3626,  but  takes  a  somewhat 
different  approach  to  solving  the  problems  of  access  and  coverage.  Although  the  bill  applies 
to  all  employer  sizes,  many  of  its  provisions  will  primarily  affect  the  small  group  market,  and 
many  of  the  impacts  on  that  market  will  be  similar  to  those  of  H.R.  3626. 

Like  H.R.  3626,  H.R.  2121  will  not  successfully  address  the  high  cost  of  small  group  insurance 
coverage.  Average  premium  costs  will  rise  because  of  an  enhanced  benefit  plan  for  many  small 
groups,  limitations  on  preexisting  conditions  exclusions,  and  guaranteed  access.  However,  under 
H.R.  2121  the  cost  increase  is  potentially  greater  because  of  year-round  open  enrollment. 
Despite  the  protections  against  preexisting  conditions  for  late  enrollees,  the  potential  for  selecting 
coverage  only  when  it  is  needed  is  much  greater. 

The  average  cost  increases  imposed  by  the  above  provisions  of  H.R.  2121  will  also  be 
exacerbated  by  the  requirement  of  full  community  rating.  The  effect  of  the  immediate 
implementation  of  community  rating,  without  regard  to  employer  size  and  without  any  transition 
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period  will  be  a  major  disruption.  Its  effect  will  be  much  more  extreme  than  that  of  other 
proposals  under  consideration  that  limit  rating  reform  to  the  small  group  market. 

This  requirement  will  lead  to  much  greater  changes  in  premium  rates  for  a  much  larger  number 
of  groups  than  will  be  the  case  under  H.R.  3626.  With  much  more  extensive  cross  subsidization 
of  groups,  there  will  be  much  greater  adverse  selection  and  more  selective  disenrollment.  As  a 
result,  the  pools  of  insured  risks  would  be  expected  to  become  much  less  healthy,  and  average 
rates  would  rise  much  more  than  under  H.R.  3626. 

Exhibit  4  gives  some  indication  of  the  magnitude  of  rates  increases  and  rate  decreases  that  would 
be  required  for  individuals  enrolled  in  small  groups  that  are  currently  insured  with  commercial 
carriers  that  aggressively  underwrite.  As  shown  in  the  exhibit,  over  half  of  the  individuals  would 
be  expected  to  have  a  rate  increase.  The  number  of  groups  that  would  be  affected  would  be 
higher. 

The  existence  of  reinsurance  with  a  threshold  of  only  $25,000  in  prior  medical  expenses  may  add 
to  any  cost  spiral.  With  such  generous  reinsurance  available,  small  groups  with  better  than 
average  health  risks  will  have  a  large  incentive  to  self-insure  rather  than  pay  a  costly  community 
rate. 

In  the  short-run,  the  proposal  would  lead  to  great  instability  and  enormous  disruption  in  the  small 
group  market  if  community  rates  were  suddenly  required  as  specified  in  the  bill.  Much  of  the 
disruption  could  probably  be  mitigated  by  a  carefully  structured  and  gradual  transition.  However, 
with  or  without  a  well-planned  transition,  the  proposal  as  currently  structured  would  probably 
lead  to  much  the  same  result  —  a  substantially  higher  average  premium  for  the  groups  that  are 
insured  and  many  more  self-insured  groups. 

There  is  one  mitigating  factor  that  might  lead  to  an  increase  in  coverage  despite  the  peculiar  set 
of  cross-subsidies  that  the  proposal  as  drafted  would  generate.  The  reinsurance  pool  would 
spread  the  cost  of  even  modestly  high  cost  medical  cases  across  all  employer  groups,  including 
the  self-insured.  Depending  upon  the  level  and  definition  of  the  per  participant  excise  tax  needed 
to  support  the  reinsurance  pool,  the  proposal  might  possibly  lead  to  greater  coverage  among  the 
larger  of  the  small  groups  that  could  afford  to  take  the  risk  of  self-insuring.  The  smaller  small 
groups  (those  with  under  10  or  15  members)  would  still  probably  be  greatly  disadvantaged  in  the 
health  insurance  market  place  and  could  be  expected,  on  average,  to  face  higher  premiums  than 
are  currently  available. 

Despite  the  shortcomings  of  H.R.  2121,  the  approach  may  have  merit  vis  a  vis  other  proposals. 
However,  it  needs  to  be  more  carefully  specified,  some  of  its  provisions  would  need  to  be 
modified  to  avoid  placing  some  groups  at  a  substantial  disadvantage  in  the  health  insurance 
market  place,  its  provisions  would  need  to  be  phased  in  gradually. 

Because  the  technical  details  of  this  bill  are  not  fully  specified,  the  Academy  committee  will  not 
comment  on  how  the  approach  could  be  improved  upon.  However,  representatives  of  the 
committee  would  be  happy  to  meet  with  subcommittee  staff  to  discuss  in  more  detail  the 
potential  problems  with  the  approach  and  how  a  proposal  might  be  developed  that  would 
minimize  the  potential  adverse  consequences  of  the  general  approach. 


10 


169 


EXHIBIT  1 

Relative  Claims  Costs  of  Individuals  By  Age  and  Gender 


Age  Group 

Males 

Females 

0-4 

1.03 

1.03 

5-9 

0.42 

0.42 

10-19 

0.55 

0.55 

20-29 

0.59 

1.48 

30-39 

0.63 

1.38 

40-49 

0.86 

1.26 

50-59 

1.49 

1.73 

60-64 

2.36 

2.36 

65  and  older 

3.22 

3.28 

Ratio  of  Age 

60-64  to 

Age  20-29 

4.00 

1.59 

NOTE: 

These  age  and  sex  cost  factors  are  based  on  the  actual  claims  experience  of  an 
HMO.  They  are  representative  of  the  relative  factors  that  would  generally  be 
expected  in  a  normal  population. 


EXHIBIT  2 


Illustrative  Expected  Cost  for  Four  Small  Employer  Groups 
Based  on  Differences  In  Composition  By  Age  and  Gender 


Employer  Employer  Employer  Employer 

Age  and  Sex  Group  A  Group  B  Group  C        Group  D 

20-29 

Male  .59 

Female  1.48  1.48 

30-39 

Male  .63  .63 

40-49 

Male  .86  .86  .86 

50-59 

Male  1.49  1.49 

60-64 

Male  2.36  2.36 

Average  Cost 

Factor  .69  .99  1.57  1.77 
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EXHIBIT  4 

The  Effect  on  Enrollees'  Premiums  of  Converting  a 
Small  Group  Line  of  Business  to  Community  Rates 


Percentage  Change  Percent  of 

in  the  Premium  Rate  Enrollees  Effected 


+40%  or  more 

10.3 

+30%  to  +40% 

14.6 

+20%  to  +30% 

13.0 

+10%  to  +20% 

8.3 

+5%  to  +10% 

6.0 

0%  to  +5% 

9.9 

0%  to  -5% 

10.6 

-5%  to  -10% 

7.1 

-10%  to  -20% 

5.7 

-20%  to  -30% 

1.1 

-30%  or  more 

13.4 

Total 

100.0% 

NOTE: 

Towers  Perrin,  Insurance  General  Management  Consulting,  developed  these  data. 
The  data  reflect  the  results  of  a  model  of  a  block  of  small  group  business.  The 
model  assumes  aggressive  underwriting,  age/sex  and  industry  rate  factors,  and  tier 
rating.  The  model  assumes  a  common  geographic  area  and  benefit  plan  for  all 
groups. 
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Chairman  Stark.  Mr.  Feezor. 

STATEMENT  OF  ALLEN  D.  FEEZOR,  CHIEF  DEPUTY  COMMISSION- 
SIONER,  NORTH  CARLOLINA  DEPARTMENT  OF  INSURANCE 

Mr.  Feezor.  Thank  you,  Mr.  Chairman.  My  name  is  Allen 
Feezor.  As  a  personal  point,  I  first  got  into  the  health  care  business 
about  18  years  ago,  Mr.  Chairman,  and  one  of  my  first  committees 
I  happen  to  cover — I  believe  it  was  a  certain  sophomore  Congress- 
man was  holding  hearings  about  the  excessive  salaries  paid  to  ex- 
ecutives of  not-for-profit  health  plans.  I'm  glad  to  see  you  and  I 
both  are  still  in  this  business. 

Chairman  Stark.  I  hope  your  salary  is  higher  than  mine. 

Mr.  Feezor.  I  serve  as  chief  deputy  commissioner  of  insurance  in 
the  State  of  North  Carolina.  Like  the  chairman's  home  State,  our 
commissioner  is  independently  elected.  In  fact,  about  12  commis- 
sioners of  insurance  are  elected,  which  represent  about  25  percent 
of  the  population  of  this  country. 

I  say  that  to  point  out  that  we,  like  you,  feel  very  directly  the 
growing  frustrations  of  our  citizens  in  trying  to  afford  the  health 
care  coverage  they  have  and  trying  to  maintain  that.  Hence,  we 
have  felt  a  real  need  and  an  urgent  need,  to  try  to  go  ahead  and 
enact  some  sort  of  market  reforms  in  those  jurisdictions  that  we  do 
have  some  responsibility  for  to  try  to  improve  and  stabilize  the  cur- 
rent market,  in  particular  the  small  employer  market. 

In  my  submitted  testimony,  I  expressed  concern  that  while  there 
is  an  urgent  need  for  these  market  reforms,  they  should  not  sup- 
plant the  efforts  toward  more  comprehensive  health  care  reform. 
That  health  care  reform  must  deal  with  the  number  one  issue  of 
cost.  It  must  include  both  public  and  private  programs.  And,  I  do 
not  believe  it  can  be  done  by  any  one  level  of  government. 

I  tried  to  provide  a  realistic  assessment  of  what  market  reform 
will  do,  at  least  as  many  of  the  proposals  that  have  been  put  forth 
before  Congress,  based  largely  on  our  preliminary  experience  in 
the  States  and  also  based  on  my  work  with  the  NAIC. 

What  those  reforms  generally  do,  and  I  think  you  have  just 
heard  it  from  my  fellow  panelist,  those  reforms  do,  in  fact,  guaran- 
tee product  availability.  That  is  distinctive  from  access  to  care. 
They  do  guarantee  the  renewability  and  the  continuity  of  care  or 
coverage.  They  provide  for  portability,  both  for  individuals  and  for 
groups.  They  do  prohibit  or  try  to  prohibit  abusive  rating  practices, 
and  limit  the  use  of  both  experience  rating  and  underwriting.  And 
they  do  try  to,  and  I  think  they  do  to  a  great  extent,  improve  rate 
stability,  predictability,  and  lessen  rate  disparity  among  similarly 
situated  groups. 

What  they  do  not  do,  obviously,  they  do  nothing  with  regard  to 
cost,  or  nothing  meaningful  in  that  regard.  And,  indeed,  as  was  just 
testified,  where  you  have  a  guaranteed  issue,  there  may  be  some 
attendant  cost  increases,  if  you  put  it  in  the  context  of  a  voluntary 
employer  offering  framework.  And,  when  all  is  said  and  done,  at 
least  most  of  the  market  reforms  do  not  impact  even  a  majority  of 
the  health  care  dollars  that  flow  in  most  States  when  you  look  at 
the  purchasing  power  of  both  public  programs  and  the  individual 
out-of-pockets. 
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In  addition,  Mr.  Chairman,  I  tried  to  suggest  several  areas  we 
might  learn  from  the  experience  of  the  States  thus  far.  Three  or 
four  that  come  to  mind:  first  would  be  that  the  need  and  the 
amount  of  reform  needed  in  any  particular  State  may  vary  depend- 
ing upon  the  traditions  in  that  State. 

Second,  that  guaranteed  issue,  again,  as  I  said,  at  least  in  the 
current  voluntary  market,  is  likely  to  induce  additional  costs, 
though  we  do  not  know,  despite  the  talent  sitting  to  my  right,  I 
don't  think  we  can  predict  with  any  degree  of  accuracy  what  that 
additional  cost  will  be.  Third,  that  the  current  rating  practices  that 
have  been  developed — the  current  rating  practices  that  are  in 
effect,  and  this  is  very  important,  have  developed  their  own  con- 
stituency. Any  effort,  as  we  found  out  in  our  efforts  in  the  NAIC,  to 
modify  that  even  modestly,  produces  an  awful  lot  of  outcry.  All  I 
am  saying  is  just  be  prepared  for  that. 

Finally,  I  think  we  need  to  give  some  careful  thought  to  how  we 
phase  in  certain  elements  of  our  reform,  the  timing  and  the  phas- 
ing. 

Finally,  Mr.  Chairman,  I  have  voiced  some  concerns  about  the 
limitations  of  State  authorities.  State  authority  in  some  proposals. 
I  think  that  particularly  in  the  area  of  small  employer  aggregation 
of  purchasing  power,  there  is  a  need  to  have  a  clear,  unambiguous 
point  of  accountability,  as  far  as  the  regulation  and  the  oversight 
of  those  multiple  employer  arrangements. 

Mr.  Chairman,  I  salute  this  committee  and  its  efforts.  It  is  prob- 
ably one  of  the  most  difficult  and  yet  the  most  vital  areas.  I  will 
welcome  any  questions  at  the  appropriate  time. 

Chairman  Stark.  Thank  you  very  much. 

[The  prepared  statement  follows:] 
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TESTIMONY  BY 
ALLEN  D.  FEEZOR 

Mr.   Chairman  and  Members  of  the  Subcommittee: 

I  am  appearing  this  morning  at  the  Subcommittee's  invitation 
as  an  independent  witness.  My  experience  related  to 
health  care  policy  and  health  insurance  includes  two  years 
as  administrator  of  a  large  self-funded  health  plan;  ten 
years  of  analyzing  state  health  care  and  health  insurance 
initiatives  for  a  major  health  insurance  trade  association; 
and  seven  years  as  Chief  Deputy  Commissioner  of  Insurance  in 
North  Carolina.  In  this  last  capacity,  I  have  staffed  the 
National  Association  of  Insurance  Commissioner's  (NAIC) 
workgroup  on  guaranteed  issue  in  its  small  group  reform 
effort.  In  addition,  we  have  enacted  in  North  Carolina  a 
small  group  reform  package  which  encompasses  many  of  the 
elements  in  the  NAIC's  small  group  reform  model  and  several 
elements  of  the  insurance  reform  proposals  currently  before 
Congress.  My  comments  should  be  taken  as  being  my  own 
observations  from  having  labored  with  this  issue  and  not 
those  of  either  the  NAIC  or  the  North  Carolina  Department  of 
Insurance . 

Let  me  begin  by  stating  that  "market  reform"  is  not 
synonymous  with  health  care  reform  which  —  if  we  are  to  be 
successful  —  must  encompass  reforms  in  both  public  and 
private  programs,  in  the  delivery  (supply  side)  as  well  as 
the  payment  (demand  side)  systems,  and  which  must  take  into 
greater  account  the  all-pervasive  intergovernmental  nature 
of  our  current  health  care  system. 

This  said,  there  are  several  aspects  of  these  small  group 
and  market  reform  proposals  which  not  only  fulfill  very 
worthy  public  policy  goals  in  themselves,  but  provide  a 
foundation  for  broader  more  comprehensive  reforms.  These 
reforms  promote  broader-based  risk  pooling,  increased 
availability  and  more  equitable'  rating  practices.  Indeed 
several  of  these  reforms  (such  as  transportability  between 
private  plans,  and  between  Medicaid  and  private  plans) 
should  be  applied  to  the  entire  universe  employer  based 
health  benefit  plans  —  ERISA  notwithstanding. 

Even  if  Congress  chooses  to  apply  these  more  positive 
reforms  to  ERISA  qualified  plans  as  well  as  state  regulated 
(insured)  plans,  we  should  be  mindful  that  a  majority  of  the 
health  care  dollars  in  any  state  is  still  likely  to  be 
unaffected  when  one  considers  the  purchasing  power  of 
public  programs,  out-of -pockets ,  etc.  Without  federal 
cooperation  these  reforms  —  even  if  applied  to  the  entire 
insured  market  (as  opposed  to  only  the  small  group  market) 
—  are  likely  to  impact  as  few  as  one  in  four  or  one  in  five 
persons . 

In  addition  to  the  limited  impact  on  both  total  health  care 
dollars  and  the  numbers  of  plans  and  persons  impacted,  there 
are  other  important  limitations  or  considerations  that 
should  be  recognized  in  many  of  the  proposed  market  reforms. 

First  is  that  the  need  for,  and  the  impact  of,  such  reforms 
may  vary  widely  depending  upon  the  current  market  and 
regulatory  practices.  For  example,  the  persistence  of  a 
handful  of  health  service  plans^  in  some  states  in 
continuing  to  do  community  rating  and/or  guaranteed  issue  is 
laudable  and  may  —  at  least  in  the  short  run  —  afford 
adequate  access  and  rate  protections  to  the  troubled  small 
group  market  in  those  states.  Some  states  have,  by 
tradition    or    implicit    policy    decision,    sought    to  support 


^Health  service  plans  as  used  here  is  largely  limited  to 
certain  Blue  Cross  and  Blue  Shield  plans.  While  some  HMOs 
may  be  similarly  referred  to  as  health  service  plans  and 
while  federally  qualified  HMOs  do  use  "qualified  community 
rating,"  to  date  in  many  states  HMOs  have  not  actively 
participated  in  these  small  employer  markets  and  have  almost 
no  presence  in  the  under  10  employee  market. 
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this  commitment  by  such  carriers  through  preferred  tax  and 
regulatory  status,  and/or  sanctioned  provider  discounts 
that  are  not  afforded  other  carriers.  To  the  extent  that  a 
state  is  comfortable  with  this  approach,  it  lessens  the  need 
for  reform  —  if  it  can  be  maintained.  In  some  respects  such 
an  approach  may  spread  the  costs  attendant  to  guaranteed 
issue  over  a  far  broader  basis  —  including  self-fundeds  — 
than  most  small  market  reforms  which  tend  to  internalize 
these  costs  within  the  small  group  or  insured  market  only. 

States  or  proposals  which  do  enact  guaranteed  issue  and  seek 
to  internalize  this  cost  within  the  small  group  or  regulated 
market  should  expect  some  resultant  increases  in  premiums 
from  new  — presumably  higher  —  risks  which  have  been  kept 
out  of  the  current  market.  In  the  course  of  its  debates,  the 
NAIC  heard  estimates  varying  from  as  little  as  4%  to  as  high 
as  11%  of  additional  costs  due  to  the  guaranteed  issue 
provisions.  While  I  will  defer  this  question  to  the 
actuaries  who  are  on  this  panel,  my  own  conclusion  is  that 
this  too  may  vary  from  state  to  state  —  dependent  upon  a 
variety  of  factors  such  as  existing  market  practices.  In 
addition,  I  note  that  most  reform  models  provide  for  a 
public  subsidy  to  the  reinsurance  or  allocation  mechanisms 
as  a  way  to  limit  the  cost  impact  of  these  reforms. 

In  addition,  the  impact  of  the  proposed  rate  restrictions 
(or  rating  bands)  will  vary  depending  upon  both  the 
tightness  of  the  bands  and  the  existing  rating 
practices  within  a  given  market,  carrier  or  association 
group.  A,gain,  I  will  defer  to  the  actuarial  expertise  before 
this  subcommittee.  My  own  observations  however  suggests 
people  will  see  rate  increases  as  will  see  rate  reductions 
in  this  redistributional  effort.  As  you  move  closer  to  a 
pure  community  rate,  there  will  be  more  people  adversely 
effected  —  at  least  in  the  short  term. 

This  is  not  to  suggest  that  state  or  national  public  policy 
should  not  be  for  a  single  or  more  equitable  rate.  Rather, 
it  is  that  public  policy  makers  need  to  be  mindful  that  the 
current  rating  practices  have  developed  their  own 
constituency  and  that  any  change  will  mean  winners  and 
losers  —  with  the  latter  being  more  numerous  than  the 
former  under  most  proposed  reforms.  Hence  this  suggests 
caution  and  gradualism  in  implementing  the  reforms,  and 
perhaps  inclusion  of  some  "compensating  gains  or  offsets" 
for  the  losers. 

Most  proposals  do  not  eliminate  risk  selection 
(underwriting)  or  experience  rating;  they  only  serve  to 
limit  such  within  some  "acceptable"  range.  Hence,  I  think  we 
will  continue  to  see  competition  on  risk  selection  or  risk 
avoidance  and  not  on  carrier  efficiency  or  cost  containment 
as  might  be  hoped  for.  As  states  which  have  enacted  these 
reforms,  and  the  NAIC,  tighten  these  reforms  and  their  rate 
bands,  as  both  will  do,  we  will  reach  the  point  where  the 
utility  of  much  of  the  underwriting  agd  experience  rating 
diminishes.  We  are  not  there  yet.  Indeed  some  of  the  reforms 
themselves  may  induce  new  gaming  activity  with  carriers 
trying  to  identify  which  risks  (new  and  existing  group  or 
individuals  within  the  group)  are  to  be  retained  and  which 
are  to  be  ceded  or  allocated. 

In  addition,  there  are  numerous  other  "surrogate  selection 
criteria"  —  like  varying  requirements  for  employer 
contribution,  employee  participation,  differentiation  in 
commissions,  etc.  — which  have  not  been  addressed  in  some  of 
the  earliest  state  reforms  efforts,  and  which  carriers  may 
use  in  an  even  more  "highly  refined"  risk  selection  game. 

This  will  increase  the  importance  of  monitoring  both 
producer  and  carrier  behavior  in  the  marketplace.  While 
some  have  questioned  state  regulators'  capacity  to  pursue 
such  extensive  regulation,  clearly  state  expertise  and 
familiarity  in  this  area  is  far  superior  to  federal.  This  is 
one  of  the  areas  in  which  the  NAIC  is  continuing  to  develop 
standards  for  carrier  and  producer  market  conduct  practices. 
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Experience  in  a  few  states  suggests  how  critical  the  timing 
and  sequencing  of  market  reforms  can  be.  Long  lead-times  to 
assure  orderly  transition  to  new  standards  are  normally 
warranted  in  insurance  regulation.  However,  some  carriers 
may  use  the  period  just  prior  to  new  rules  taking  effect,  to 
position  their  existing  premium  rates  or  books  of  business 
in  the  most  favorable  status  possible.  In  turn,  this  may 
engender  some  additional  cancellation,  nonrenewal  and/or 
rating  activity,  i.e.  short  term  dislocations  in  the  current 
market.  This  is  an  area  where  we  all  can  learn  from  the 
states  who  are  implementing  such  reforms  —  and  an  area  the 
NAIC  will  be  monitoring  closely. 

I  fear  my  comments  thus  far  have  provided  more  caution  or 
skepticism  than  encouragement  for  such  reform  efforts.  That 
is  not  the  intent!  Absent  more  comprehensive  total  health 
care     reform,      these      reforms      are     needed.  As  stated 

previously,  they  are  probably  necessary  prerequisites  to 
more     major     reform.  The      improved     premium  stability, 

predictability,  and  equality  as  well  as  guaranteed 
renewability  inherent  in  these  reforms  address  many  of  the 
problems      that      have      confronted      small  employers  in 

maintaining  coverage  for  their  employees.  The  mcement  away 
from  experience  rating  not  only  should  provide  greater 
market  stability,  but  just  may  begin  to  move  competition 
toward  carrier  efficiency  and  cost  containment  (as  opposed 
to  risk  selection) .  Better  product  and  pricing 
disclosure  and  standardization  of  guaranteed  issue  products 
may  improve  product  comparison  as  well  as  consumer 
understanding  --  vitally  needed  in  any  market. 

The  number  of  carriers  willing  to  commit  to  this  market  is 
likely  to  be  lessened  —  which  may  be  good  or  bad.  Most 
reforms  will  require  longer  term  commitments  from  carriers 
which  should  help  stabilize  this  market  and  eliminate  some 
market-induced  churning.  The  disincentives  for  carriers  to 
"low  ball"  and  prohibitions  against  midterm  or  renewal 
underwriting  should  further  reduce  carrier-induced  churning 
and  turnover.  In  turn  less  turnover  may  even  help  reduce 
some  of  the  administrative  cost  loading  small  groups  have 
had  to  bear.  The  portability  protections  afforded  the 
group,  and  individuals  leaving  such  groups,  are  absolutely 
needed  in  any  real  health  care  reform.  And  the  guaranteed 
availability  may  help  —  albeit  in  a  very  limited  way  — 
with  the  nation's  35  million  uninsureds . 

What  is  not  addressed  adequately  in  most  reforms  to  date  is 
the  most  critical  of  all  issues  —  the  underlying  increases 
in  health  care  costs!  I  would  like  to  direct  my  comments  to 
some  elements  found  exclusively  in  some  of  the  reform 
proposals  before  Congress.  The  first  is  the  preemption  of 
state  premium  taxes  on  health  insurance.  Premium  taxes  are 
the  primary  method  by  which  states  have  chosen  to  tax 
insurance  companies  operating  within  their  borders.  This  is 
generally  in  lieu  of  either  a  sales  tax  or  a  corporate 
income  tax  normally  assessed  against  the  products  or  profits 
of  other  industries.  They  are  an  ijfeportant  source  of 
revenue  for  state  general  funds.  It  is  indeed  an  appropriate 
public  policy  question  of  whether  we  should  tax  a  commodity 
that  is  both  increasingly  unaffordable  and  one  that  we  are 
trying  to  make  more  widely  available.  Yet  this  question 
should  be  raised  at  the  federal  as  well  as  the  state  level. 
Indeed  the  former  may  add  as  much  or  more  to  the  cost  of 
this  product  —  albeit  far  less  visibly.  As  an  example,  a 
small  commercial  health  insurer  in  North  Carolina  —  writing 
health  only,  with  $47  million  in  premiums  paid  $1  million  in 
state  premium  taxes,  but  $2  million  (one  third  of  their 
total  statutory  earnings)  to  the  federal  government  last 
year. 


3 


177 


Secondly,  many  reforms  call  for  preemption  of  state  anti- 
managed  care  laws  and  laws  regulating  utilization  review 
entities.  There  is  little  doubt  that  many  such  laws  — 
particularly  the  earlier  ones  —  were  parochial  efforts  by 
providers  to  ward  off  the  inevitable.  Having  worked  in  the 
area  of  UR  regulation,  I  think  it  is  fair  to  say  that  most 
responsible  providers  now  accept  these  entities  but  are 
looking  for  some  reasonable  or  predictable  range  or 
standards  with  respect  to:  access;  hours  of  operation; 
appeals  processes;  turnaround  times;  etc.  Some  greater 
uniformity,  such  as  national  standards  or  model  state 
standards  for  such  entities,  may  be  more  cost  effective  for 
all  involved  (payer,  patient  and  provider)  and  hence,  should 
be  specifically  addressed  in  reform  proposals. 

Thirdly,  the  preemption  of  state  mandates  while  a  very 
popular  cause  may  not  amount  to  very  much  savings  in  some 
states.  All  of  North  Carolina's  10  or  so  mandates,  many  of 
which  responsible  carriers  had  already  included  in  their 
products,  account  for  an  estimated  4%  to  6%  of  total  claims 
cost.  Examples  here  are  coverage  for  newborns,  adopted 
children  and  conversion  options  for  person  leaving  group 
coverages  in  the  absence  of  COBRA,  protections.  In  any  case 
they  should  be  viewed  more  accurately  as  cost  avoidance  or 
cost  shifting  —  at  least  in  the  short  run  —  than  as  cost 
reductions . 

Clearly  state  policymakers  have  shown  a  proclivity  to  enact 
mandates  more  in  response  to  interest  group  demand  than  to 
the  merits  or  discerned  health  care  needs  of  their  citizens. 
Yet  there  can  be  little  doubt  as  to  the  differing  health 
care  needs  from  state  to  state.  As  an  example  my  native 
state  has  a  very  high  infant  mortality  rate  and  a  relatively 
low  alcoholism  rate.  Hence,  it  is  quite  understandable  and 
appropriate  that  the  General  Assembly  of  North  Carolina  may 
choose  to  try  to  direct  increasingly  scarce  public  and 
private  health  care  dollars  toward  what  they  perceive  to  be 
more  critical  need  —  in  this  case  prenatal  or  newborn  baby 
coverages.  My  point  is  that  as  long  as  there  are  major 
variations  in  the  health  care  needs  by  state  or  by  region  — 
and  there  are  some  —  a  decision  process  as  to  how  to 
allocate  (benefit)  dollars  to  deal  with  these  variations 
will  be  needed  at  some  subnational  level. 

Finally,  Mr.  Chairman,  given  the  rather  painful  and 
embarrassing  experiences  we  have  all  had  with  bankrupt  or 
bogus  MEWAs  and  health  risk  purchasing  groups,  any  reforms 
which  facilitate  joint  employer  purchasing  need  to:  assign 
a  clearly  recognized,  single-  point  regulatory 
accountability;  include  (or  delegate)  specific  solvency  and 
fiduciary  standards;  and  provide  (or  delegate)  for  some 
guaranty  or  insolvency  protections. 

I  appreciate  the  opportunity  to  discuss  these  important 
issues  with  you  this  morning. 
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Chairman  Stark.  Judy  Waxman,  welcome  back. 

STATEMENT  OF  JUDITH  WAXMAN,  DIRECTOR,  GOVERNMENT 
AFFAIRS,  FAMILIES  USA 

Ms.  Waxman.  Thank  you,  Mr.  Chairman,  and  thank  you  for  in- 
viting me  to  testify  before  you  today. 

My  message  this  morning  is  that  insurance  reform  alone  will  not 
make  insurance  more  accessible  or  affordable.  Our  concern  is  that 
insurance  reform,  if  passed  without  more  comprehensive  reforms, 
will  actually  hurt  more  people  than  it  will  help. 

Legislation,  even  good  legislation,  often  does  create  winners  and 
losers.  The  problem  with  insurance  reform  is  that  it  does  not  ame- 
liorate the  effects  on  the  losers,  and  it  is  likely  that  there  will  be 
serious  political  fallout  that  could  create  a  backlash  and  prove 
more  harmful  to  passing  comprehensive  reforms. 

Yes,  it  is  true  a  crucial  component  of  any  health  care  reform  is 
changing  the  rules  by  which  all  insurers  operate.  We  do  believe 
that  governing  the  issuance  of  private  insurance  needs  to  be  made 
standard  and  fair.  Many  proponents  of  this  legislation  do  believe 
that  these  reforms  will  improve  availability  and  affordability  of 
health  insurance;  that  the  reforms  purportedly  will  prohibit  insur- 
ance from  discriminating  against  people  who  are  considered  to  be 
high  risk  and  constrain  premium  increases. 

We  have  done  a  recent  study  that  shows  that  these  assumptions 
are  just  not  true.  We  have  worked  with  actuaries  to  evaluate  the 
impact  of  the  Senate  bill  on  hypothetical  small  groups,  the  bill  that 
has  been  attached  by  the  Finance  Committee  to  the  tax  bill  that  is 
under  consideration  by  the  Senate  right  now.  While  this  bill  does 
not  have  exactly  the  same  provisions  as  the  bills  introduced  by  this 
subcommittee,  we  felt  that  the  data  would  be  useful  as  an  illustra- 
tion of  the  effect  of  what  would  happen  if  insurance  reform  passed 
in  isolation. 

I  would  be  happy  to  provide  you  with  the  details  of  this  study 
when  we  have  it  available  soon. 

What  did  we  find  out?  We  found  out  that,  yes,  some  groups  are 
helped,  but  that  reforms  do  not  eliminate  insurance  discrimination; 
they  do  not  make  insurance  more  affordable;  and,  unfortunately, 
they  create  more  losers  than  winners. 

Groups  that  are  helped?  Yes,  some  high  risk  groups  will  indeed 
find  that  their  premiums  are  ameliorated  over  time,  but  the  re- 
forms do  not  eliminate  insurance  discrimination.  We  still  found 
that  those  groups  with  older  people,  with  females,  and  particularly 
those  that  had  serious  health  problems  when  they  get  coverage, 
would  still  be  paying  premiums  that  were  five  times  those  of  what 
are  the  lower  risk  or  healthier  groups. 

In  addition,  the  Senate  legislation  does  not  affect  at  all  the  indi- 
vidual market,  and  let  us  not  forget  the  greatest  discrimination 
still  exists  with  people  who  have  to  buy  private  insurance  on  their 
own. 

The  reforms  do  not  make  insurance  affordable.  What  we  found 
was  that  even  those  low  risk  groups  still  would  see  their  premiums 
multiply  more  than  four  to  five  times  by  the  year  2000,  and  all  of 
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the  groups  that  we  looked  at  would  still  see  their  premiums  dou- 
bled by  the  year  2000. 

If  you  don't  look  at  any  underlying  causes  of  inflation,  what  you 
have  is  insurance  that  is  hardly  more  affordable  for  just  about  any 
group. 

The  most  disturbing  finding  of  all,  I  think,  is  the  one  that  looked 
at  how  many  winners  and  losers  would  be  created.  Our  analysis 
showed  that  the  Senate  reforms  will  actually  raise  premiums  from 
four  to  five  times  more  groups  than  the  number  of  groups  it  would 
actually  help.  Over  a  majority  of  the  groups  would  see  premium  in- 
creases beyond  what  they  could  expect  under  the  status  quo  and 
less  than  a  fifth  would  actually  see  their  premiums  reduced. 

We  fear  that  the  hazard  of  enacting  the  Senate  reforms  would  be 
that  insurance  companies  would  notify  over  half  of  the  small 
groups  that  they  insure  that  some  percentage  of  next  year's  in- 
crease is  due  to  inflation,  and  another  large  percentage  is  due  to 
what  Congress  did  to  them.  We  think  that  because  the  legislation 
offers  no  amelioration  of  the  rates,  such  as  cost  containment,  that 
you  have  a  real  problem  on  your  hands;  that  the  Senate  reforms 
threaten  to  create  a  backlash  that  could  prevent  progress  toward 
more  comprehensive  reforms  that  we  desperately  need. 

What  is  the  answer?  The  way  to  solve  the  Nation's  health  care 
crisis  is  for  Congress  to  roll  up  its  sleeves  and  begin  work  on  com- 
prehensive reform  legislation  rather  than  rush  to  enact  insurance 
reforms  that  promise  illusory  benefits  and  will  result  in  a  political 
backlash. 

Thank  you. 

[The  prepared  statement  follows:] 
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Testimony  by 

Judith  Waxman 
Director,  Government  Affairs 

Families  USA 

Mr.  Chairman, 

Thank  you  for  inviting  me  to  testify  before  your  Subcommittee.  Families  USA  is 
a  national  non-profit  advocacy  organization  devoted  to  working  for  families  on  health  care 
and  long  term  care  reform. 

Our  health  care  system  is  in  crisis  due  to  soaring  cost  and  decreasing  insurance 
coverage.  Today's  hearing  addresses  small  business  insurance  reforms.  As  this 
Committee  is  very  aware,  only  when  costs  are  controlled  system  wide  and  everyone  has 
coverage  will  the  crisis  be  brought  under  control. 

Our  concern  with  insurance  reform  is  that  if  it  is  passed  without  more 
comprehensive  reforms,  more  people  will  be  hurt  than  helped.  Legislation,  even  good 
legislation,  often  creates  winners  and  losers.  The  problem  with  this  legislation  is  that  it 
does  not  offer  reforms  that  will  ameliorate  the  effects  on  "losers"  and  the  benefits  the  bill 
offers  are  so  meager  that  the  likely  political  fallout  could  be  harmful  to  more 
comprehensive  reforms,  a  reaction  potentially  similar  to  the  opposition  expressed  after 
the  Catastrophic  Health  Care  bill  was  enacted. 

RISING  HEALTH  CARE  COSTS  AND  DECREASING  INSURANCE  COVERAGE 

Health  care  costs  in  the  United  States  have  risen  dramatically,  far  outpacing 
general  inflation,  as  well  as  growth  of  the  economy  and  of  families'  incomes.  These 
spiraling  health  costs  are  creating  an  emergency  —  a  crisis  of  affordability  for  consumers, 
government,  labor,  and  business.  Families  are  paying  more  in  premiums,  deductibles  and 
co-payments. 

In  1980,  American  families  on  average  paid  a  total  of  $1,742  for  health  care, 
including  out-of-pocket  expenses,  health  insurance  and  state  and  federal  taxes  that  go  for 
health  programs.  By  the  end  of  this  decade,  that  same  family  will  be  paying  $9,397  for 
health  care,  an  increase  of  439%. 

Businesses  have  also  been  hit  by  rapidly  rising  health  costs.  Business  payments 
for  health  insurance  tripled  from  1980  to  1991  and  are  expected  to  rise  sevenfold  between 
1980  and  2000. 

Rising  costs  have  also  resulted  in  a  growing  number  of  Americans  without 
adequate  health  coverage,  or  none  at  all.  One  of  the  major  reasons  for  the  increase  in 
the  number  of  uninsured  persons  is  a  reduction  in  the  number  of  individuals  and  their 
families  covered  by  employment-related  insurance.  This  is  because,  in  recent  years,  there 
has  been  an  increase  in  the  number  of  persons  employed  in  businesses  that  don't  offer 
health  insurance,  or  offer  inadequate  or  unaffordable  insurance.  The  sad  fact  is  that  the 
number  of  uninsured  Americans  has  increased,  from  24.5  million  persons  in  1980  to  35 
million  persons  in  1990.  Twenty-eight  percent  of  U.S.  residents,  63  million  people, 
lacked  health  insurance  for  at  least  a  month  during  the  28  month  period  ending  May 
1987,  according  to  the  Census  Bureau. 

Given  the  crisis  our  health  care  system  is  in,  we  must  acknowledge  that  the 
reforms  we  address  today  will  not  affect  the  underlying  causes  of  health  care  inflation  — 
excessive  increases  in  provider  charges;  proliferation  of  duplicative  and  expensive 
technology;  and  unnecessary  procedures.  Therefore,  double  digit  increases  in  premiums 
will  continue  and  small  businesses  will  still  find  insurance  out  of  reach. 
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THE  HAZARDS  OF  SMALL  GROUP  INSURANCE  MARKET 

A  crucial  component  of  any  health  care  reform  is  changing  the  rules  by  which  all 
insurers  operate.  The  rules  that  govern  the  issuance  of  private  insurance  need  to  be  made 
standard  and  fair.  But  insurance  reform  enacted  in  isolation  may  make  insurance  even 
more  out  of  reach  for  businesses  the  legislation  intends  to  help. 

Small  groups  have  been  victimized  by  the  now-common  insurance  practice  of 
experience  rating — basing  premiums  on  factors  such  as  the  health  status,  age,  gender  and 
occupation  of  employees  in  the  group.  This  means  that  healthier  small  groups  with  young 
male  employees  start  out  with  health  insurance  premiums  that  are  unrealistically  low. 
Then  they  experience  steep  premium  increases  over  time  as  members  of  the  group 
develop  health  problems.  Alternatively,  small  groups  that  are  regarded  by  insurers  as 
high-risk,  such  as  groups  with  older  or  female  workers  experience  more  difficulty 
obtaining  insurance.  They  may  have  few  choices  of  insurers;  must  pay  very  high 
premiums  that  continue  to  increase  dramatically;  or  may  have  great  difficulty  finding  an 
insurer  at  all.  Increasingly,  hiring  decisions  must  take  into  account  the  gender,  age  and 
health  status  of  potential  employees  and  their  families  because  of  this  rating  approach. 

Proponents  of  these  insurance  reforms  claim  the  reforms  will  improve  the 
availability  and  affordability  of  health  insurance  to  small  groups.  The  reforms 
purportedly  prohibit  insurers  from  discriminating  against  people  who  are  considered  to 
be  high  risk  and  constrain  premium  increases. 

THE  HAZARDS 

Families  USA  worked  with  actuaries  to  estimate  the  impact  of  some  of  the 
proposed  reforms.  Our  analysis  centered  on  the  provisions  now  included  by  the  Finance 
Committee  on  the  tax  bill  that  is  under  consideration  by  the  Senate.  While  the  bills 
introduced  by  members  of  this  subcommittee  contain  specific  provisions  that  differ 
somewhat  from  the  provisions  of  the  Senate  bill,  our  data  is  useful  as  an  illustration  of 
the  effect  of  insurance  reform  in  isolation.  Unfortunately,  our  detailed  data  is  not 
completed.  I  will  provide  it  to  you  next  week. 

THE  IMPACT 

Not  surprisingly,  the  data  show  that  some  high  risk  groups  will  experience  some 
relief  in  their  premiums.  Many  more  younger  healthy  groups  will  experience  sizable 
increases  in  order  to  pay  for  the  lost  premiums  from  the  high  risk  groups.  Four  to  five 
times  as  many  groups  will  be  hurt  than  will  be  helped.  Despite  the  relief  that  some  high 
risk  groups  see  in  their  premiums,  the  disparity  in  the  rates  between  the  healthy  and  sick 
groups  will  continue  to  exist.  And  premiums  for  all  groups  will  continue  to  rise  at  high 
double  digit  rates  that  will  make  the  increased  premiums  hard  to  absorb  for  almost  all 
groups. 

SOME  HELPED 

The  type  of  group  that  would  benefit  most  from  the  proposed  limits  on  premiums 
is  a  group  whose  members  are  older  and  healthy,  but  insurers  nevertheless  consider  to 
be  high-risk.  If  the  health  status  of  one  member  of  such  a  group  deteriorates,  under 
current  rating  practices  the  group's  premiums  would  escalate  dramatically.  Under  the 
Senate  reforms,  premiums  for  the  same  group  under  the  same  circumstances  would  be 
almost  half  of  what  they  would  be  under  the  status  quo.  Under  the  Senate  reforms,  a 
similar  group  that  initially  includes  one  unhealthy  member  would  also  see  their  premiums 
go  down,  but  less  than  ten  percent. 
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REFORMS  DO  NOT  ELIMINATE  INSURANCE  DISCRIMINATION 

Nevertheless,  the  proposed  reforms  fail  to  end  insurance  discrimination  against 
persons  with  existing  medical  problems.  Under  the  proposed  reforms,  a  group  that  is 
composed  of  older  persons,  one  of  whom  has  a  serious  health  problem,  could  be  paying 
premiums  over  five  times  higher  than  the  premiums  charged  a  group  of  young,  healthy 
persons.  Such  a  group  would  very  likely  find  health  insurance  at  such  a  cost 
unaffordable. 

In  fact,  even  if  all  members  of  the  high-risk  group  remain  in  above  average  health, 
their  premiums  would  be  approximately  four  times  higher  in  the  year  2000  than  the 
premiums  for  the  low-risk  group.  All  high  risk  groups  are  likely  to  be  priced  out  of 
health  insurance  under  virtually  all  scenarios. 

In  addition,  many  of  the  persons  who  face  the  greatest  discrimination  in  the 
insurance  marketplace  are  those  whose  employers  do  not  offer  insurance.  These  persons 
must  try  to  buy  individual  coverage.  If  they  or  their  family  members  have  any  health 
problems,  insurers  will  often  refuse  to  provide  coverage,  or  will  only  do  so  for  premiums 
that  are  thousands  of  dollars  a  month.  None  of  the  Senate  insurance  reforms  will  alter 
such  insurance  company  practices  in  the  individual  market.  The  Senate  insurance  reforms 
apply  only  to  employer-sponsored  groups  of  2-50. 

REFORMS  DO  NOT  MAKE  INSURANCE  AFFORDABLE 

Under  the  Senate  reforms,  all  small  groups  will  continue  to  experience  high 
double-digit  premium  increases  throughout  the  decade.  Some  groups,  i.e.  low-risk 
groups,  would  see  their  premiums  multiply  more  than  four  to  five  times.  If  the  group 
hires  an  older  worker  or  woman  of  child-bearing  age,  premiums  could  increase  even 
more.  All  groups  would  see  premiums  more  than  double  by  the  year  2000.  It  will  be 
very  difficult  for  many  such  groups  to  absorb  such  premium  increases.  Insurance  hardly 
becomes  more  affordable  for  any  group. 

Under  the  Senate  reforms,  premiums  are  allowed  to  increase  annually  by  "trend" 
plus  5  percent.  "Trend"  is  basically  the  amount  that  health  spending  increases  each  year. 
The  Department  of  Health  and  Human  Services  currently  estimates  that  health  spending 
will  rise  approximately  10  percent  each  year  through  the  end  of  the  decade.  Without 
cost-containment,  which  is  absent  from  the  Senate  reforms,  health  insurance  premiums 
are  therefore  likely  to  increase  at  least  15  percent  annually. 

MORE  LOSERS  THAN  WINNERS 

The  Senate  reforms  will  raise  premiums  for  far  more  groups  than  the  number  of 
groups  helped  by  the  legislation.  Of  groups  with  10  employees,  a  majority  could  see 
premium  increases  beyond  what  they  would  expect  under  the  status  quo.  Less  than  a  fifth 
of  groups  with  10  employees  would  see  their  premiums  go  down  ft-om  what  they  would 
expect.  The  remaining  groups  would  see  premiums  in  the  same  range  as  they  would 
otherwise  expect. 

The  hazard  of  enacting  the  Senate  insurance  reforms  is  that  after  the  bill  goes  into 
effect,  insurers  will  notify  over  half  the  small  groups  they  insure,  that  some  percentage 
of  their  next  year's  increase  is  due  to  inflation  and  another  large  percentage  is  due  to 
Congress's  reforms.  The  Senate  legislation  offers  no  reforms,  such  as  cost-containment, 
that  will  ameliorate  this  effect.  The  Senate  reforms  threaten  to  create  a  backlash  that 
would  prevent  progress  towards  the  comprehensive  health  reform  our  nation  desperately 
needs. 
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MEANINGFUL  REFORM 

The  way  to  make  insurance  accessible  and  affordable  is  to  community  rate— to 
charge  all  insured  persons  the  same  premium,  regardless  of  health  risk.  If  community- 
rating  is  instituted  absent  access  and  cost-containment  reforms,  groups  of  young,  healthy 
persons  will  see  their  premiums  increase  and  escalate.  If,  on  the  other  hand,  insurance 
reforms  are  combined  with  other  reforms,  the  effects  on  young, '  healthy  groups  are 
mitigated. 

Cost-containment  reforms,  such  as  setting  all-payer  rates  on  the  basis  of  a  national 
health  budget,  can  bring  significant  fiscal  relief  even  to  young,  healthy  groups.  Such 
small  groups  are  currently  likely  to  be  paying  higher-than-average  fees  to  providers 
because  they  do  not  have  the  bargaining  power  to  negotiate  lower  rates  with  providers. 
Furthermore,  as  the  above  data  illustrates,  such  groups  can  expect  to  see  their  premiums 
at  least  double  by  the  end  of  the  decade.  Cost  controls  would  reduce  health  inflation  and 
offset  the  effects  of  community  rating.  With  community  rating,  such  groups  would  no 
longer  have  to  fear  the  results  of  demographic  changes  in  the  composition  of  the 
workforce. 

Mandating  universal  health  insurance  has  a  significant  effect  on  insurance 
premiums,  in  addition  to  improving  access  to  health  care  for  the  uninsured.  First,  it  is 
only  possible  to  establish  true  all-payer  rates,  if  everyone  is  insured.  Otherwise  there  is 
no  payer  for  some  care  and  the  cost  of  that  care  is  shifted  to  those  who  do  have 
insurance.  This  drives  up  insurance  premiums  in  an  arbitrary  and  unpredictable  manner. 

Mandating  insurance  coverage  also  results  in  reduced  insurance  administrative 
costs.  Marketing  costs,  which  can  amount  to  as,  niuch  as  eight  percent  of  small  group 
premium  costs,  are  greatly  reduced  when  all  employers  are  required  to  provide  health 
insurance.  Other  administrative  savings  can  be  achieved  when  everyone  must  be  covered 
by  a  uniform,  minimum  benefit  package  at  the  same  premium.  Reduced  marketing  costs 
combined  with  these  other  administrative  savings  also  make  it  possible  to  achieve 
community  rating  without  imposing  large  premium  increases  on  young,  healthy  groups. 
If  mandated  coverage  is  achieved  through  a  "pay  or  play"  approach,  the  young,  healthy 
groups  will  also  have  the  option  of  obtaining  coverage  through  a  public  program  in  which 
risk  is  broadly  spread  and  costs  are  therefore  lower. 


CONCLUSION 

Insurance  reforms  cannot  make  health  insurance  accessible  and  affordable  unless 
they  are  enacted  as  part  of  comprehensive  reform  that  controls  costs  and  guarantees 
coverage.  The  Senate  reforms  could  unfortunately  create  a  backlash  against  more 
comprehensive  reform.  This  is  because  such  reforms  hurt  many  more  people  than  they 
help,  and  because  the  reforms  address  only  a  small  fraction  of  the  problems  consumers 
are  experiencing  in  the  insurance  marketplace.  The  way  to  solve  this  nation's  health  care 
crisis  is  for  Congress  to  roll  up  its  sleeves  and  begin  work  on  comprehensive  reform 
legislation,  rather  than  rush  to  enact  insurance  reforms  that  promise  illusory  benefits  and 
will  result  in  a  political  backlash. 
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Chairman  Stark.  Sometime  in  the  course  of  our  inquiry  you  will 
be  handed  a  series  of  graphs.  I  am  not  sure  the  Chair  understands 
them  as  thoroughly  as  you  would  like,  but  we  will  probably  ask 
you  if  you  do  and  if  they  make  any  sense  to  you.  But  I  will  skip 
that  for  a  moment  and  ask  the  panel — the  administration  in  its  tes- 
timony claimed  that  reductions  in  premiums  for  high-risk  groups 
will  exceed  the  increases  of  premiums  for  low-risk  groups.  I  wonder 
if  you  all  agree  with  this  assertion. 

Ms.  Nelson.  If  I  understand  your  question,  you  are  asking  us  to 
comment  on  whether  more  groups  will  experience  increases  than 
decreases? 

Chairman  Stark.  I  presume  their  claim  is  that  the  reductions  in 
premiums  would  be  on  an  individual  basis  and  not  in  the  aggre- 
gate. So  I  think  they  are  saying  that  the  high-risk  groups,  reduc- 
tions would  be  greater  than  the  increase  of  premiums  for  low  risk 
groups. 

Ms.  Nelson.  I  think  if  you  looked  on  a  specific  group  basis  that 
could  very  well  be  true.  But  I  think  if  you  consider  an  overall 
effect,  that  the  overall  effect  will  be  that  some  groups  will  drop 
coverage,  and  the  groups  that  drop  will  be  the  ones  of  lower  aver- 
age costs.  Their  exit  from  the  market  will  raise  the  average  cost,  so 
that  to  produce  that,  everyone's  rate  has  to  go  up. 

Chairman  Stark.  So  that  if  you  have  this  average  line,  going  this 
way,  if  you  cut  the  low  numbers  off,  you  just  mathematically 
drive  

Ms.  Nelson.  You  bring  the  average  up.  Exactly. 

Chairman  Stark.  As  long  as  you  don't  make  those  lines  curvy,  I 
can  understand  them.  All  right. 

Ms.  Waxman.  In  our  study.  Congressman,  I  don't  know  if  this 
answers  your  question  either,  but  in  our  study  what  we  found  was 
that  the  majority  of  groups  did  see  a  smaller  increase  than  the 
small  number  of  groups  that  would  have  a  larger  decrease. 

You  would  have  to  do  that  in  order  to  balance  out  so  you  came 
out  with  the  same  amount  of  money.  But  the  point  was  it  was  a 
very  small  number  of  groups  actually  saw  a  decrease  and  a  very 
large  number  of  groups  got  the  increase. 

Chairman  Stark.  So  you  have  a  large  number  of  small  increases 
and  a  few  big  decreases? 

Ms.  Waxman.  Right.  And  some  of  those  increases  are  not  even 
that  small,  but  yes. 

Chairman  Stark.  Care  to  comment,  Mr.  Feezor,  on  that? 

Mr.  Feezor.  The  same,  yes,  in  the  couple  of  blocks  that  we 
looked  at,  or  I  looked  at  in  the  course  of  North  Carolina's  enact- 
ment, we  were  looking  at  three  to  four  times  the  number  of  people 
would  experience  increases — although  those  increases  would  be,  on 
the  whole,  much  smaller — than  the  10  to  20  percent  of  the  people, 
or  about  one-fifth  the  number  of  people  that  would  experience  any 
decrease — though  the  decreases  would  be  larger. 

Chairman  Stark.  I  want  to  ask  you  all  to  comment  on  a  kind  of 
a  real  world,  and  not  in  the  technical  sense — I  will  tell  you  my 
prejudice  at  least  in  this;  that  I  suspect  that  insurers  can  select, 
can  manage  selection,  or  select  only  the  best  risks  through  market- 
ing practices  without  being  grossly  illegal  or  anything  else;  that 
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there  have  to  be  subtle  ways  in  the  marketplace  and  in  the  indus- 
try today  so  that  can  take  place. 

You  may  or  may  not  agree  with  my  supposition  there,  but,  if  I 
am  correct,  my  question  is:  Is  there  a  way  to  guard  against  that? 
Can  we  draft  legislation  as  to  preclude  it? 

Now,  you  may  say  it  is  not  necessary,  but  you  might  want  to 
comment  on  my  assumption  and,  secondly.  Commissioner,  you 
might  want  to  lead  off  on  that.  What  can  we  do  to  prevent  it? 

Mr.  Feezor.  I  will  answer  the  first  half  of  it.  I  concur  in  your 
suspicion.  I  think  whether  it  is  something  as  simple  as  where  you 
place  your  producer  network,  that  is,  where  you  place  your  agents; 
the  commission  structure  that  you  might  associate  with  that,  that 
is,  where  there  is  some  incentive  for  commissions  that  maybe  bring 
in  good  risk  or  experience  lower  loss  ratios,  there  are  a  variety  of 
ways  that,  even  if  you  have  a  substantial  rate  modification,  that 
you  can  still,  I  think,  do  some  what  I  will  call  "surrogate  risk  selec- 
tion." 

The  National  Association  of  Insurance  Commissioners,  and  one 
of  the  task  forces  I  chair  with  them,  are  quite  cognizant  of  that, 
and,  in  fact,  have  just  begun  to  develop  some,  what  we  call 
''market  conduct  standards,"  that  we  hope  will  begin  to  address 
some  of  that.  Certainly  we  will  be  happy  to  share  that  with  the 
committee  and  staff  as  we  go  along.  We  already  have  some. 

Ms.  Nelson.  I  would  agree  that  it  would  be  possible  to  direct 
your  marketing  efforts  to  produce  a  healthier  risk  pool.  For  exam- 
ple, you  could  focus  on  certain  industries  that  might  be  more  favor- 
able. But  with  guaranteed  issue  provisions,  an  insurer  would  be  re- 
quired to  take  any  comer.  It  would  put  the  onus  on  the  employer 
group  to  purchase  rather  than  be  sold  coverage. 

Ms.  Waxman.  Yes,  of  course,  it  is  true  that  insurers  can  target 
certain  areas.  We  have  seen  it  in  medigap,  for  example,  where  in- 
surers go  to  dances  and  market  their  products  there  and  assume 
they  will  get  the  healthier  risks.  There  are  all  sorts  of  ways  that 
that  can  be  done. 

And  certainly  guaranteed  issue  would  help,  but  I  think  also 
moving  towards  community  rating,  or  even  something  that  Mr. 
Moley  talked  about  in  terms  of  risk  factor  additions  and  substrac- 
tions  on  all  insurers  makes  the  playing  field  level  so  that  it  doesn't 
matter  which  insurer  gets  what  business,  but  they  are  all  going  to 
wind  up  paying  about  the  same  amount  of  rates  to  cover  people.  In 
other  words,  to  spread  the  risk  as  broadly  as  possible.  But,  again,  I 
caution  you  to  do  that  without  cost  containment  and  other  reforms 
could  be  a  problem. 

Chairman  Stark.  I  am  glad  you  mentioned  that.  It  seems  to  me 
that  all  of  these  procedures  fail  if  we  don't  have  some  kind  of  cost 
containment.  We  could,  in  fact,  deal  with  some  of  the  aggregate  in- 
creases, but  to  just  shuffle  the  problem  around  in  the  community,  I 
mean,  absent  mandatory  coverage  and/or  cost  containment  on  the 
other  end,  we  are  just  kind  of  shifting  these  problems  about  some- 
what. 

That  is  my  problem  with  whether  it  is  currently  what  I  think  the 
Senate  will  propose  or  what  the  administration  is  proposing;  that  it 
just  is  kind  of  a — it  will  change  the  direction  of  the  curve  for  some 
groups  for  a  while,  but  it  really  won't  be  a  long-range  solution. 
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Mr.  Gradison  would  like  to  inquire.  He  might  have  a  different 
approach  to  that. 

Mr.  Gradison.  Not  really,  Mr.  Chairman.  I  would  like  to  com- 
ment on  what  Ms.  Waxman  said  and  ask  her  comments  on  what  I 
want  to  say. 

I  certainly  agree  with  your  point  that  there  will  be,  under  any  of 
these  plans,  winners  and  losers,  but  that  is  true  of  any  national 
plan,  too.  We  learned  that  in  catastrophic  health  insurance.  There 
are  winners  and  losers,  and  the  notion  that  because  there  are  more 
winners  than  losers  that  you  can  put  the  plan  through,  doesn't 
really — we  got  rolled  over  on  that,  Mr.  Chairman. 

So  when  I  hear  

Chairman  Stark.  We? 

Mr.  Gradison.  Yes,  we.  So  when  I  hear  the  comment  that,  well, 
you  know,  this  is  maybe  something  small  and  useful,  but  what  we 
have  to  really  do  is  something  comprehensive,  and  I  am  listening 
to  what  you  say  carefully  when  you  say  that,  and  I  respect  that 
point,  but  I  am  saying  to  myself,  it  is  the  same  problem. 

We  have  something  national,  people  are  going  to  pay  some  taxes, 
and  they  are  going  to  evaluate  whether  they  are  better  off  the  way 
they  are  now  or  by  paying  these  taxes.  And  I  want  to  share  with 
you,  in  that  connection,  some  testimony  we  received  on  which  per- 
haps you  could  comment,  back  before  the  full  committee  last  fall 
by  a  representative  of  the  UAW,  which  is  a  group  pushing  for  na- 
tional health  insurance,  as  near  as  I  can  tell. 

Mr.  Hoffman  said  we  cannot  support  any  legislation  which  will 
require  the  majority  of  workers  and  retirees  who  already  have 
health  insurance  coverage  to  shoulder  a  larger  tax  burden  without 
receiving  any  additional  benefits.  I  threw  my  hands  up  at  that 
point.  Reminds  me  of  those  old  ads,  what  do  you  give  the  man  who 
has  everything. 

Chairman  Stark.  You  threw  your  hands  up.  It  was  a  vote  for  me. 
Mr.  Gradison.  I  am  trying  to  be  responsive. 

So  long  as  there  are  winners  and  losers,  and  there  is  some  evi- 
dence that  a  minority  of  that — a  substantial  minority,  but,  none- 
theless, a  minority — are  losers  and  think  they  are  losers,  that  we 
cannot  do  an5rthing,  how  can  we  do  something,  whether  it  is  a 
small  group  or  comprehensive? 

Ms.  Waxman.  I,  of  course,  agree  with  you.  I  said  there  are 
always  winners  and  losers,  and  there  is  also  the  greater  good  for 
all  of  us.  Some  of  us  would  hope  that  sometimes,  even  if  we  person- 
ally lost,  we  would  be  happy  about  helping  the  greater  good. 

But  beyond  that,  my  objection  to  doing  just  the  small  group  in- 
surance market  reform  is  that  the  positives  are  too  meager  to  bal- 
ance out  for  what  are  the  possible  losses. 

If  you  do  something  comprehensive,  really  control  health  care 
costs,  really  give  people  the  feeling  that  they  will  get  some  kind  of 
coverage,  regardless  of  their  personal  situation,  then  there  is  really 
a  gain  there.  So  that  even  if  they  suffer  some  personal  loss,  or 
small  or  temporary  loss,  you  have  at  least  given  them  something 
important. 

There  is  not  enough  here  in  the  small  group  insurance  reform 
alone  to  make  that  balance  work  and  that  is  my  fear. 
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Mr.  Gradison.  Thank  you.  I  think  that  that  is  a  responsive 
answer.  I  really  appreciate  the  testimony  of  all  on  this  panel. 
Thank  you,  Mr.  Chairman,  for  inviting  them. 

Chairman  Stark.  Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman.  Do  any  of  the  panelists 
have  any  sense  of  the  rate  of  return  that  insurers  have  as  a  result 
of  the  insurance  business  they  provide? 

Mr.  Feezor.  No  specific  figures,  only  to  note  it  tends  to  be  about 
a  3-  to  5-year  cyclical  thing.  If  you  asked  me  that  question  about 
1986  or  1987,  I  would  have  said  it  is  very  much  in  the  negative. 
Over  the  long  haul,  there  does  seem  to  be  some  aggregate  data  that 
it  can  be  profitable,  although  pure  health  funds  tend  to  be  less 
profitable  than  many  of  the  others. 

Ms.  Nelson.  I  think  that  is  a  true  answer.  Right  now  health  in- 
surers are  anticipating  a  downturn  in  their  results. 

Mr.  Coyne.  OK.  We  often  hear  that  premiums  tend  to  rise  for 
any  small  group  over  a  period  of  time  as  the  group — that  the 
knowledge  of  the  particular  group  that  is  being  insured  is  experi- 
enced. Do  you  have  any  evidence  of  the  fact  that  after  time,  the 
group  rates  do  increase? 

Ms.  Nelson.  Claim  costs  of  groups  do  deteriorate  over  time  when 
underwriting  is  applied.  A  study  has  been  done  by  the  Society  of 
Actuaries  on  the  effects  of  duration  that  shows  costs  do  increase 
over  time. 

Premium  rates  can  be  designed  to  effect  part  of  this  increase 
through  adjustments  in  the  first  year  and  increases  based  on  dura- 
tion. Those  practices  are  used.  So  it  is  real  and  can  be  considered 
in  pricing  practices.  Pricing  practices  vary  widely  among  the  com- 
panies who  sell  health  insurance. 

Mr.  Coyne.  Thank  you. 

Ms.  Waxman.  Thank  you. 

Mr.  Coyne  [presiding].  Our  next  panel  is  the  Blue  Cross  and  Blue 
Shield  Association,  Mary  Nell  Lehnhard;  and  the  Health  Insurance 
Association;  also  the  National  Small  Business  United,  Gary 
Kushner. 

STATEMENT  OF  MARY  NELL  LEHNHARD,  SENIOR  VICE  PRESI- 
DENT, GOVERNMENT  RELATIONS,  BLUE  CROSS  &  BLUE  SHIELD 
ASSOCIATION,  ACCOMPANIED  BY  ROBIN  J.  KAVALL,  CONSULT- 
ING ACTUARY 

Ms.  Lehnhard.  Members  of  the  committee,  we  appreciate  the  op- 
portunity to  testify  on  health  insurance  reform.  Our  board  of  direc- 
tors approved  a  strategy  for  small  group  insurance  health  reform 
in  January  1991.  The  key  elements  are:  no  group  should  be  denied 
private  coverage;  no  group  should  be  dropped  because  of  health 
problems;  and  insurers  should  be  required  to  set  their  rates  on  a 
fair  and  equitable  basis.  And  we  were  asked  specifically  to  com- 
ment on  this  last  point  today:  Various  proposals  for  reform  of  rate 
practices  in  the  small  group  insurance  market. 

This  congressional  debate  on  reform  of  rating  practices  essential- 
ly centers  on  those  who  believe  Federal  guidelines  should  require 
insurance  companies  to  use  one  single  rate  for  all  groups — commu- 
nity rating,  and  those  supporting  something  closer  to  what  the  Na- 
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tional  Association  of  Insurance  Commissioners  suggested  in  their 
model  act.  The  NAIC  suggested  hmits  on  adjustments  for  actual 
health  experience  of  a  group  and  limits  on  how  much  insurers  can 
increase  rates  each  year  to  account  for  changes  in  health  status  in 
a  group. 

The  Blue  Cross  &  Blue  Shield  Association  is  supporting  rating 
limits  that  are  closer  to  the  NAIC  model.  A  number  of  our  Blue 
Cross  &  Blue  Shield  plans,  of  course,  have  continued  to  community 
rate  using  one  single  rate  for  all  the  small  groups.  However,  they 
are  able  to  do  this  because  they  are  able  to  average  out  these  rates 
over  an  extremely  large  enrollment  base  and  partially  offset  the 
higher  costs  with  discounts  from  hospitals  and  physicians. 

Putting  aside  those  Blue  Cross  &  Blue  Shield  plans  that  still 
community  rate,  the  proposed  reforms  are  asking  an  insurance 
market  that  does  charge  different  rates  based  on  expected  use  of 
services  to  compress  those  differences  to  move  closer  to  one  single 
rate.  In  other  words,  we  are  asking  younger,  healthier  groups  to  do 
more  to  subsidize  older,  sicker  groups.  We  have  agreed  that  that  is 
appropriate. 

The  question  is  for  everyone:  How  much?  How  much  do  we  subsi- 
dize? 

We  know  if  we  ask  these  low-cost  groups  to  pick  up  too  much 
subsidy  too  fast  there  will  be  a  severe  backlash.  I  would  emphasize, 
and  cannot  emphasize  this  enough,  that  the  rating  reforms  are  not 
the  only  provisions  in  the  small  group  bills  that  are  going  to  in- 
crease rates. 

For  example,  insurers  will  be  required  to  insure  for  the  first  time 
in  some  States  higher  cost  groups,  and  this  will  increase  rates  for 
all  groups.  Most  studies  show  this  is  in  the  neighborhood  of  a  10  to 
12  percent  rate  increase. 

Second,  NAIC  suggested  these  rating  reforms  apply  to  group  size 
3  to  25.  Most  of  the  congressional  proposals  included  groups  as 
small  as  two  and  some  go  as  far  as  including  group  sized  one.  In- 
cluding groups  this  small,  especially  group  size  one,  will  increase 
rates  for  smaller  groups  significantly.  Groups  this  size  again,  espe- 
cially as  small  as  one,  have  much  higher  claim  costs  than  groups 
that  are  only  slightly  larger.  The  rating  reforms,  of  course,  will 
have  the  most  direct  effect  on  premiums. 

Again,  the  bottom  line  of  all  these  reforms  is  we  are  asking 
younger,  healthier  groups  to  do  more  to  subsidize  older,  sicker 
groups.  You  heard,  for  example,  the  rate  increases  that  we  found 
would  occur  under  a  pure  community  rating  requirement  in  six 
Blue  Cross  &  Blue  Shield  plans. 

About  25  percent  of  the  small  groups  covered  by  these  six  plans 
would  have  rate  increases  of  70  percent  and  about  10  percent 
would  have  rate  increases  of  100  percent.  This  includes  the  effect  of 
all  the  reforms  plus  general  inflation. 

Having  said  all  this,  I  want  to  clarify  we  do  support  rating  prac- 
tices compressing  the  rates  so  there  is  a  cross  subsidy.  However,  we 
want  this  to  work.  We  do  not  want  small  employers  to  say,  no 
thank  you,  to  reform.  We  believe  the  NAIC  rating  reforms  are  a 
good  step.  They  limit  how  much  insurers  can  adjust  for  experience 
and  importantly,  beyond  that,  they  limit  how  much  insurers  can 
increase  their  rates  each  year  as  that  group  deteriorates;  your 
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point,  Mr.  Coyne.  That  is  frequently  called  durational  rating  and 
the  NAIC  limits  would  stop  this  practice.  That  is  a  practice  we 
have  the  most  trouble  competing  against  in  the  small  group 
market.  It  is  cherry-picking  at  its  most  extreme. 

After  Congress  takes  these  steps,  we  are  saying  everybody  can 
step  back,  reassess  what  has  happened  and  look  at  the  appropriate 
next  step.  But  we  think  the  key  is  starting  now,  moving  on  a 
steady,  responsible  course  to  slow  down  what  is  becoming  a  destabi- 
lizing practice  in  a  market. 

[The  prepared  statement  follows:] 


56-755  0-92-7 
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STATEMENT  OF  MARY  NELL  LEHNHARD 

SENIOR  VICE  PRESIDENT 

BLUE  CROSS  &  BLUE  SHIELD  ASSOCIATION 


Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  Mary  Nell  Lehnhard, 
Senior  Vice  President  of  the  Blue  Cross  and  Blue  Shield  Association. 
The  Association  is  the  coordinating  organization  for  the  73  Blue  Cross 
and  Blue  Shield  Plans  throughout  the  nation.    Collectively,  the  Plans 
provide  health  benefits  protection  for  approximately  70  million 
Americans. 

We  welcome  the  opportunity  to  address  the  Subcommittee  on  the 
important  issue  of  small  group  market  reform.    We  are  concerned,  as 
you  are,  about  the  inability  of  some  small  employers  to  purchase 
insurance,  and  the  other  problems  that  have  developed  in  this  market. 

The  Blue  Cross  and  Blue  Shield  Association  Board  of  Directors  adopted 
a  comprehensive  position  on  reform  of  the  small  group  market  in 
January  1991.    That  policy  was  adopted  by  our  Board  because  we  believe 
that  such  reform —  including  rating  reforms  —  can  benefit  small 
employers  without  disrupting  the  market.    Fundamental  to  that  policy 
was  the  conviction  that  Congress  must  proceed  carefully  and  with  a 
full  understanding  of  the  implications  of  reform. 

The  purpose  of  today's  hearing  is  to  examine  the  impact  of  reforming 
insurance  industry  rating  practices  in  the  small  group  market.  To 
begin,  it  is  important  to  understand  that  rating  reforms  will  impact 
the  market  differently  in  different  states.    In  states  such  as  New 
York  and  Pennsylvania,  where  a  large  part  of  the  market  already  is 
community  rated,  reforms  that  require  community  rating  would  have  a 
much  different  impact  than  in  states  where  the  market  has  moved  away 
from  community  rating.    In  recognition  of  these  diverse  state 
environments,  the  Blue  Cross  and  Blue  Shield  Association  opposes 
legislation  that  would  establish  community  rating  as  a  federal  minimum 
standard,  but  we  support  permitting  states  to  impose  requirements  that 
are  more  restrictive  than  federal  standards,  where  appropriate. 

I  will  begin  my  testimony  today  with  a  general  description  of  rating 
and  underwriting  practices  in  the  small  group  market,  including 
community  rating  and  experience  rating.    I  then  will  present  our 
analysis  of  the  impact  of  a  community  rating  requirement  and  our 
recommendations  for  small  group  rating  reform. 


I.    OVERVIEW  OF  THE  SMALL  GROUP  INSURANCE  MARKET 

A  fundamental  concept  to  understand  in  examining  the  practices  of 
insurers  in  the  small  group  insurance  market  is  the  concept  of 
"adverse  selection."    Adverse  selection  occurs  when  an  insurer  enrolls 
a  disproportionate  number  of  persons  who  are  higher-risk  than 
average.    It  is  probably  the  single  phenomenon  that  insurers  worry 
about  most.    The  risk  of  adverse  selection  influences  insurers' 
ability  to  accept  applicants  as  well  as  their  rating  strategies. 
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In  a  competitive  market,  insurers  that  accept  all  risks,  or  have  even 
marginally  more  liberal  enrollment  practices,  find  themselves  with  a 
worse  mix  of  risks,  and  consequently,  higher  premiums  than  insurers 
that  have  been  more  selective.    These  higher  premiums  reflect  the  fact 
that  only  a  few  high-cost  enrollees  can  generate  substantial  claims 
costs.    As  illustrated  in  Table  1,  on  average,  only  4  percent  of 
insured  individuals  generate  50  percent  of  claims  expenses,  while  20 
percent  of  enrollees  generate  80  percent  of  claims.    Clearly,  the 
insurer  that  can  avoid  the  4  percent  or  a  significant  share  of  the  20 
percent  will  have  more  competitive  premiums. 

TABLE  1 


Percentage  of  Health  Care  Costs  Consumed 

by  the  Highest  Utilizers 

in  a  Topical  hisured  Population 


Highest  4%  Highest  20%  Highest  70% 


I  Insureds 

I    I  Health  Care  Costs 

Insurers  with  more  liberal  enrollment  practices  and  resulting  higher 
premiums  will  lose  their  low-risk  enrollees  —  who  can  find  better 
priced  coverage  elsewhere  —  and  keep  their  higher-risk  enrollees,  who 
have  nowhere  else  to  go.    These  carriers  thus  are  left  with  risk  pools 
that  gradually  deteriorate  over  time.    As  premiums  are  increased  to 
reflect  the  costs  of  their  higher-risk  subscribers,  they  lose  the  next 
level  of  lower-risk  enrollees  to  their  competitors. 

This  phenomenon  is  known  as  the  "adverse  selection  spiral."  It 
explains  why  few  insurers  can  continue  to  accept  high-risk  groups  and 
still  remain  competitive,  and  why  more  groups  are  found  to  be 
"uninsurable"  or  insurable  only  at  high  costs. 

This  type  of  adverse  selection  is  related  to  the  relative  distribution 
of  high  risks  between  carriers  in  a  market.    Adverse  selection  also 
can  be  a  marketwide  problem,  as  in  the  small  group  market.  Small 
employers  tend  to  purchase  coverage  because  of  an  immediate  or 
anticipated  need  for  health  care  services  by  the  employer,  a  family 
member  or  an  employee.    Conversely,  dropping  coverage  may  be  triggered 
by  that  need  ceasing.    Other  reasons  for  marketwide  adverse  selection 
in  the  small  group  market  incude  the  following: 

0     Some  small  groups  seeking  coverage  do  not  fulfill  the  most  basic 
of  insurance  principles  ~  such  as  the  requirement  that  groups  be 
formed  for  legitimate  business  purposes  and  not  solely  for  the 
purpose  of  purchasing  insurance.    An  example  of  this  problem  is 
the  small  employer  who  puts  friends  or  relatives  on  the  books  just 
to  get  them  coverage  when  they  need  health  care  services. 

0     Small  employers  tend  to  contribute  less  toward  the  cost  of 
coverage  than  large  employers.    As  a  result,  not  all  their 
employees  elect  coverage.    And  those  that  do  tend  to  have  a  higher 
perceived  need  for  health  care  services  than  employees  covered  by 
large  employers. 
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While  adverse  selection  adds  to  the  cost  of  covering  small  employers, 
other  factors  that  make  the  cost  of  small  group  coverage  higher  than 
similar  coverage  for  large  groups  include  the  following: 

0     A  smaller  base  of  employees  and  premiums  over  which  to  spread 
fixed  costs.    Health  insurance  contracts  entail  certain  expenses 
that  are  not  related  to  the  number  of  people  covered,  resulting  in 
higher  expenses  as  a  percent  of  premium  for  small  groups. 

0     Higher  claims  due  to  the  unavailability  of  workers'  compensation 
coverage.    Unlike  large  employers,  not  all  small  employers  provide 
workers'  compensation  benefits  to  their  employees  for  on  the  job 
accidents.    As  a  result,  health  insurance  premiums  for  these  small 
employers  reflect  the  added  cost  of  providing  protection  for  such 
accidents.    These  costs  can  be  significant. 

0     High  turnover  of  small  group  contracts.    Insurers  tend  to  lose  3-5 
percent  of  small  group  enrollment  per  month.    This  is  due  in  part 
to  the  marginal  profitability  of  small  businesses,  which  results 
in  high  failure  rates  and  to  current  rating  practices  —  such  as 
durational  rating,  which  is  described  later  —  that  can  result  in 
substantial  annual  premium  increases.    High  turnover  also  leads  to 
higher  administrative  costs  because  groups  that  drop  coverage 
frequently  leave  before  an  insurer  can  fully  recoup  the  costs  of 
enrolling  them. 

0     The  cost  of  state  mandates.    Small  employers  must  purchase 
insurance  that  includes  coverage  of  state  mandated  benefit  and 
provider  laws,  which  can  add  as  much  as  20  percent  to  the  cost  of 
coverage  in  some  states.    In  addition,  insurance  coverage  for 
small  employers  includes  the  costs  of  state  premium  taxes  as  well 
as  the  costs  of  subsidizing  state  high  risk  pools  and  guarantee 
funds.    Large  employers  can  avoid  many  of  these  costs  by 
self-funding  their  health  benefits. 

Enrollment  Practices.    Availability  of  insurance  for  high-risk 
individuals  and  groups  was  not  an  issue  when  the  concept  of  health 
insurance  first  was  developed.    When  Blue  Cross  and  Blue  Shield  Plans 
began  providing  insurance  coverage  in  the  1930s,  every  applicant  was 
accepted  for  coverage,  regardless  of  health  status.    This  is  still 
true  in  most  cases  for  all  insurers  in  the  large  group  market.  As 
noted  earlier,  the  risk  of  insuring  a  disproportionate  share  of 
high-risk  individuals  is  much  lower  in  the  large  group  market,  because 
those  costs  can  be  spread  out  over  a  large  employee  population. 

However,  many  insurers  are  now  quite  selective  in  the  risks  they  will 
accept  in  the  small  group  market  because  of  the  much  higher  risk  of 
adverse  selection  in  these  markets.    As  this  market  has  become  more 
competitive,  it  has  become  increasingly  difficult  for  any  insurer  to 
accept  all  applicants  and  maintain  competitive  prices. 

The  price  sensitivity  of  small  employers  has  accelerated  insurers' 
risk  selection  practices,  because  the  way  to  have  the  most  competitive 
price  is  not  to  accept  the  highest-risk  groups.    And  the  need  to 
maintain  competitive  premiums  has  been  exacerbated  by  the  rising  cost 
of  health  care  in  recent  years. 

Insurers  that  do  not  accept  all  risks  in  these  markets  use  various 
types  of  underwriting  —  or  risk  assessment  ~  rules  to  screen  risks. 
Some  insurers  will  not  accept  individuals  or  groups  that  live  in 
certain  high-cost  areas  or  work  in  certain  high-cost  industries. 

In  addition,  insurers  use  medical  underwriting  techniques  to  assess 
the  health  risk  of  applicants.    These  techniques  generally  include  a 
health  application  with  general  questions  regarding  an  individual's 
health  status.    Some  insurers  use  forms  with  relatively  few  questions; 
others  have  more  exhaustive  lists  and  may  require  an  attending 
physician's  statement  to  verify  a  person's  medical  condition. 
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Rating  Practices.    When  Blue  Cross  and  Blue  Shield  Plans  began 
providing  insurance  coverage  in  the  1930s,  every  subscriber  in  a  given 
area  was  charged  the  same  price  for  coverage  —  a  practice  known  as 
community  rating.    In  this  way,  the  cost  of  coverage  for  groups  with 
the  poorest  health  risks  was  kept  at  the  most  affordable  level 
possible.    However,  it  is  important  to  note  that  under  this  approach, 
lower-risk  enrollees  heavily  subsidized  the  costs  of  higher-risk 
enrol  lees  and  paid  much  more  than  the  cost  of  services  they  received. 

As  competition  increased  in  the  health  insurance  market,  some  carriers 
began  to  experience  rate  coverage  for  larger  employers  —  that  is, 
they  began  to  set  premiums  for  large  groups  based  on  those  groups'  own 
costs.    This  meant  that  for  the  first  time,  lower-risk  groups  could 
purchase  coverage  from  another  carrier  at  premiums  that  more  closely 
reflected  the  costs  of  their  own  employees. 

This  phenomenon  occurred  first  in  the  large  group  insurance  market, 
and  it  represented  the  first  step  toward  segmentation  of  the  health 
insurance  market  and  the  loss  of  subsidies  for  the  less  stable  parts 
of  the  insurance  market.    The  practice  also  developed  in  response  to 
employers'  increasing  unwillingness  to  subsidize  the  coverage  of  other 
groups  and  individuals 

The  passage  of  the  Employee  Retirement  Income  Security  Act  (ERISA)  in 
1974  gave  large  employers  another  opportunity  to  lower  their  health 
benefit  costs  by  providing  incentives  to  drop  insurance  in  favor  of 
self-funding  their  health  benefits.    In  this  way,  employers  could 
avoid  the  costs  of  state  regulation,  including  mandated  benefit  and 
provider  laws,  premium  taxes  and  subsidies  of  state  high-risk  pools. 
These  incentives  further  segmented  the  health  insurance  market  and 
eliminated  almost  all  remaining  cross-subsidies.    Currently,  fully  40 
percent  of  the  group  health  insurance  market  is  self-funded. 

The  introduction  of  experience  rating  into  the  health  insurance  market 
presented  a  problem  for  insurers  still  using  community  rating 
practices.    In  order  to  avoid  triggering  the  loss  of  their  very  best 
risks  to  lower-priced  coverage  —  and  the  subsidy  these  lower  risks 
provide  for  other  subscribers  ~  insurers  that  used  community  rating 
had  to  find  ways  to  hold  onto  their  low-risk  subscribers. 

These  insurers  responded  by  introducing  experience  rating  practices, 
and  by  adjusting  their  community  rates  to  account  for  various 
demographic  factors,  such  as  age  and  sex.    By  adjusting  rates  in  this 
way,  insurers  can  give  subscribers  premiums  that  more  closely  reflect 
their  expected  use  of  services  while  still  helping  to  subsidize 
higher-risk  enrollees.    For  example,  on  average,  55-year  old  males 
cost  four  times  as  much  to  cover  as  males  under  age  30.  Insurers 
might  balance  the  need  to  keep  premiums  attractive  for  younger 
subscribers  with  the  need  to  keep  coverage  affordable  for  older 
subscribers  by  setting  premiums  for  the  younger  subscribers  at  half 
the  price  available  to  the  older  subscribers. 

Insurers  with  a  disproportionate  number  of  high-risk  enrollees 
frequently  need  to  make  these  kinds  of  adjustments  to  be  able  to  offer 
competitive  premiums  in  the  marketplace.    And  by  maintaining  a  good 
mix  of  risks  in  the  insurance  pool,  insurers  are  able  to  keep  premiums 
affordable  for  higher-risk  enrollees.    The  more  vulnerable  a  market  is 
to  adverse  selection,  the  more  likely  an  insurer  is  to  have  high-risk 
enrollees  and  to  need  rating  adjustments. 

Experience  rating  in  the  small  group  market  is  different  than  in  the 
large  group  market.    Generally,  insurers  use  a  practice  known  as  "tier 
rating"  to  reflect  a  small  group's  own  experience  in  its  premium. 
Insurers  review  the  health  status  of  small  group  enrollees  to 
determine  the  group's  projected  utilization.    Based  on  those 
projections,  small  groups  are  assigned  to  a  rating  tier. 
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Premiums  for  groups  in  each  tier  are  expressed  as  a  percentage  of  the 
average  premium  for  small  groups  with  similar  demographic 
characteristics.     For  example,  an  insurer  might  set  up  just  three 
rating  tiers  —  an  average  tier,  a  high-risk  tier  and  a  low-risk 
tier.    If  the  premium  for  an  average  risk  group  were  $100,  premiums 
for  a  similar  high-risk  group  could  be  10  percent  higher  ($110),  and 
for  similar  a  low-risk  group,  10  percent  lower  ($90). 

However,  tiered  rating  generally  is  not  used  when  a  policy  first  is 
issued.    Instead,  experience  is  factored  into  a  group's  rate  when  its 
coverage  is  up  for  renewal. 

Some  small  group  carriers  also  use  a  practice  known  as  "durational 
rating"  to  set  small  group  premiums.    Carriers  that  use  this  practice 
can  reduce  premiums  in  the  first  year  of  coverage  by  as  much  as  45 
percent  because  they  carefully  screen-out  high-risk  groups  and 
individuals  and  use  waiting  periods  for  pre-existing  conditions. 
However,  these  low  first-year  premiums  are  followed  by  very  steep 
increases  in  the  second  and  third  years  of  coverage,  as  the  effects  of 
risk-screening  wear  off. 

These  rating  practices  result  in  a  wide  range  of  premiums  that  can  be 
charged  to  small  groups.  While  these  wide  spreads  make  coverage  very 
affordable  for  low-risk  groups,  they  also  result  in  premiums  for  some 
groups  that  are  unaffordable. 

Blue  Cross  and  Blue  Shield  Plan  Practices.    In  the  small  group 
market,  many  Blue  Cross  and  Blue  Shield  Plans  still  community  rate 
their  coverage.    The  remainder  use  some  form  of  tier  rating.  Those 
Plans  that  no  longer  community  rate  their  small  group  and  individual 
coverage  do  not  use  individuals'  or  groups'  own  experience  as  the  sole 
determiner  of  their  premiums.    Rather,  health  status  or  experience  is 
used  to  adjust  premiums  in  the  same  way  that  adjustments  are  made  for 
demographic  characteristics. 

Generally,  those  Plans  that  still  community  rate  their  small  group  and 
individual  coverage  are  able  to  do  so  because  of  their  larger  overall 
market  share,  their  provider  discount  arrangements  and  their  provider 
contracting  arrangements.    Their  large  market  shares  help  these  Plans 
stabilize  the  risk  of  adverse  selection.    And  their  provider- 
negotiated  discounts  and  contracts  help  offset  the  costs  of  covering 
high-risk  enrol  lees  by  lowering  overall  benefit  costs. 


II.      BCBSA  POSITION  ON  REFORM  OF  RATING  PRACTICES 
AND  ANALYSIS  OF  IMPAa  OF  COMMUNITY  RATING 

To  address  the  rating  problems  that  have  developed  in  the  small  group 
market,  the  Blue  Cross  and  Blue  Shield  System  supports  the  rating 
reforms  recommended  by  the  National  Association  of  Insurance 
Commissioners  (NAIC)  in  its  model  act  on  rate  regulation.    We  are 
concerned  that  rules  that  are  tighter  than  this  could  cause  serious 
problems  in  the  small  group  market  in  many  states. 

Because  the  premiums  of  many  small  employers  currently  reflect  some  of 
their  risk  or  actual  claims  costs,  requiring  every  small  employers  to 
pay  the  same  premium  —  as  under  the  community  rating  proposals 
supported  by  many  Members  -~  would  result  in  significant  rate 
increases  for  many  small  employers.    As  a  result,  many  of  these 
employers  could  drop  coverage  rather  than  pay  the  higher  costs. 

In  a  voluntary  environment,  where  there  is  no  employer  mandate,  the 
impact  of  a  community  rating  requirement  would  be  exacerbated,  as 
fewer  and  fewer  low-risk  small  employers  remained  to  help  subsidize 
the  premiums  of  high-risk  small  employers. 

Because  of  Congressional  interest  in  community  rating.  Blue  Cross  and 
Blue  Shield  Association  staff  worked  with  actual  data  from  six  Blue 
Cross  and  Blue  Shield  Plans  to  determine  the  magnitude  of  rate 
increases  small  employers  would  experience  under  these  proposals. 
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Table  2 


Percent  of  SmaN  Groups  Size  2-25  Receiving  Rate  Increases  Under  Pure 
Community  Rating 


Plan  A  PlanB  Plan  C  PlanD  PlanE  PlanF 


j  □  0%  -  25%    ^1  0%  -  50%    ffi  0%  -  100%  ■  0%  -  262% 


As  illustrated  in  Table  2,  this  analysis  shows  that  about  half  of  all 
small  employers  covered  by  these  Plans  would  receive  rate 
increasesunder  community  rating  proposals  that  would  not  permit 
adjustments  for  demographic  variables  such  as  age  and  gender.  While 
the  increaseswould  vary,  some  small  employers  would  see  their  rates 
increase  by  over  100  percent.    The  analysis  showed  that  half  of  the 
subscribers  from  these  six  Plans  would  receive  a  very  significant  rate 
increase  to  subsidize  the  higher-risk  employees  covered  by  these  Plans. 

It's  important  to  note  that  rate  increases  resulting  from  community 
rating  requirements  would  be  only  part  of  the  overall  rate  increase 
small  employers  would  face  under  reform  proposals.    As  shown  in  Table 
3,  other  factors  that  would  increase  rates  include  health  care  cost 
inflation  as  well  as  the  added  costs  of  selection  and  the  guaranteed 
availability  requirement. 

Selection  costs  reflect  the  loss  of  lower-risk  policyholders,  who 
either  drop  their  coverage  entirely  or  choose  another  insurers.  The 
costs  of  guaranteed  availability  reflect  the  added  cost  of  making 
coverage  available  to  high-risk  small  employers.    As  noted  earlier, 
about  4  percent  of  the  covered  population  incurs  50  percent  of  the 
expenses.    Under  reform  proposals,  insurers  would  be  opening  their 
doors  to  the  "4  percent."    Several  state-level  studies  have  estimated 
the  cost  of  a  guaranteed  issue  requirement  at  about  10  percent.    As  a 
result  of  these  additional  factors,  small  employers  that  would  receive 
a  50  percent  rate  increase  as  a  direct  result  of  community  rating 
could  in  fact  receive  a  total  rate  increase  of  nearly  100  percent. 
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Table  3 


Plan  A  --  Sample  Rate  Increase  for  21%  of  Small  Groups  2-25  Under  Rating 
Reform 


Total  Rate  Increase  of  64%   ^ 

  ~~  $5,254 


$0 


$4,453 

$4,008 

$4,048 

$3,206 

Current  Add  25%  Add  1%  Add  10%  Add  18% 

Annual  Rate  Impact  of  Impact  of  Impact  of  Impact  of 

Per  Pure  Comm.  Selection  Guaranteed  Healtti  Care 

Employee  Rating                    Factor  Availability  Cost  Trend 


In  a  voluntary  market,  we  believe  rate  increases  of  this  magnitude 
could  increase  the  number  of  uninsured  small  employers,  as  small 
employers  decided  to  drop  the  more  expensive  coverage. 

In  addition,  insurers  that  traditionally  have  had,  or  continue  to 
have,  more  liberal  enrollment  practices  can  easily  be  placed  at  a 
major  competitive  disadvantage  under  a  community  rating  requirement. 
As  discussed  earlier,  their  enrollment  of  higher-risk,  higher-cost 
groups  would  result  in  an  average  or  single  rate  that  would  not  be 
competitive  in  the  marketplace.    And  perversely,  the  requirement  would 
reward  insurers  that  have  been  very  selective  in  the  risks  they  accept. 

For  these  reasons,  we  support  the  NAIC's  rating  requirements,  which 
permit  limited  use  of  health  status  and  claims  experience  and  do  not 
limit  demographic  variation  in  rates.    We  believe  these  provisions, 
while  not  going  as  far  as  some  Members  would  like,  would  benefit  small 
employers  significantly.    Premium  rates  would  be  much  more  stable  and 
predictable,  and  the  use  of  a  small  employer's  own  claims  experience 
or  health  status  in  setting  its  rate  would  be  limited.    While  these 
reforms  would  raise  rates  for  some  small  employers  —  because  of  the 
coverage  of  higher-risk  small  employers  and  the  compression  of  rates 
—  we  believe  that  the  small  employer  market  could  tolerate  these  rate 
increases  without  encouraging  more  small  employers  to  drop  their 
current  coverage  because  of  high  rate  increases. 

We  therefore  support  the  rating  requirements  in  H.R.  1565,  introduced 
by  Representatives  Johnson  and  Chandler,  which  recognize  our  concerns 
by  incorporating  the  NAIC's  rating  provisions. 


CONCLUSION 

In  conclusion,  the  Blue  Cross  and  Blue  Shield  Association  shares  the 
Subcommittee's  concerns  about  the  cost  and  availability  of  insurance 
coverage  for  small  employers,  and  we  look  forward  to  working  with  you 
to  address  these  problems.    However,  we  do  not  believe  that  proposals 
that  include  a  community  rating  requirement  would  further  the  goals  of 
increased  affordability  and  availability.    Thank  you  for  the 
opportunity  to  present  our  views  today. 
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Chairman  Stark  [presiding].  Thank  you. 
I       Mr.  Helms. 

STATEMENT  OF  RICHARD  HELMS,  SECOND  VICE  PRESIDENT  AND 
I  ACTUARY,  PRINCIPAL  FINANCIAL  GROUP,  DES  MOINES,  lA,  ON 
j        BEHALF  OF  HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 

;  Mr.  Helms.  I  am  Dick  Helms,  second  vice  president  and  actuary 
'  with  the  Principal  Financial  Group.  The  Principal  is  a  member  of 
I  the  Health  Insurance  Association  of  America,  HIAA,  a  trade  asso- 
I  elation  representing  commercial  insurers  which  provide  health  in- 
surance to  more  than  95  million  Americans, 
j  You'll  have  to  excuse  my  voice  this  morning  as  Fve  managed  to 
get  a  cold.  It  is  a  pleasure  to  testify  before  you  on  the  issue  of  small 
j    employer  market  reform. 

P       The  written  comments  provided  will  address  in  more  detail  sev- 
I     eral  important  aspects  of  the  bills  under  consideration.  In  my  oral 
comments  I  would  like  to  focus  on  a  few  key  issues  and  how  the 
!     proposed  bills  address  them.  The  first  of  these  is  rating, 
i       Because  small  employers  are  very  price  sensitive  and  because 
cost  is  the  major  obstacle  for  most  of  the  uninsured,  it  is  critical 
that  we  deal  carefully  with  rate  regulation  in  the  small  employer 
marketplace.  I  believe  H.R.  2121  and  H.R.  3626  go  too  far  in  this 
area  and  create  bigger  problems  than  they  attempt  to  solve. 
By  restricting  rating  for  demographics,  such  as  age  and  sex,  in 
I     addition  to  claims  experience,  they  will  result  in  substantial  rate 
i     increases  for  many  small  employers.  An  HIAA  study  of  H.R.  3626 
:     shows  45  percent  of  small  employers  would  receive  increases  of  at 
least  5  percent,  and  20  percent  of  small  employers  would  receive 
increases  of  at  least  20  percent. 

The  results  would  be  worse  under  H.R.  2121  if  the  rating  restric- 
tions applied  to  all  plans,  which  I  think  is  unclear  in  the  law. 

In  both  cases,  these  increases  would  be  on  top  of  general  trend 
increases,  and  they  would  be  on  top  of  increases  associated  with 
other  reforms  that  have  been  mentioned  here,  such  as  making  cov- 
erage available  to  all  and  providing  for  continuity  of  coverage.  Fi- 
nally, these  estimates  also  do  not  reflect  the  impact  of  lower  cost 
groups  dropping  coverage  as  they  receive  major  rate  increases. 

H.R.  1565  is  most  consistent  with  the  work  of  HIAA,  Blue  Cross/ 
Blue  Shield  Association  and  the  NAIC.  On  the  Principal's  business, 
I  have  estimated  the  effects  of  H.R.  1565  would  be  more  moderate 
and  lead  to  fewer  groups  dropping  or  choosing  not  to  purchase  cov- 
erage. 

j  The  second  point  I  would  like  to  address  is  the  need  for  reinsur- 
'  ance  or  other  risk  adjustment  mechanisms.  I  believe  such  a  mecha- 
I     nism  is  a  critical  element  of  small  employer  market  reform. 

HIAA,  Blue  Cross/Blue  Shield,  and  NAIC  have  designed  several 
possible  approaches  that  I  believe  can  work.  Without  such  a  mecha- 
nism, we  penalize  carriers  who  succeed  in  writing  the  employers 
for  whom  this  legislation  is  intended.  The  carrier's  choice  then  be- 
comes one  of  underpricing,  and  thus  taking  losses  in  an  effort  to 
attract  more  healthy  risks,  or  having  to  price  for  the  risks  that 
they  have  and  driving  their  healthier  groups  elsewhere. 
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I  am  pleased  to  see  that  the  concept  of  reinsurance  is  incorporat- 
ed in  H.R.  1565.  While  H.R.  2121  includes  the  concept,  I  believe  the 
use  of  public  revenues  is  unnecessary,  provided  that  an  appropriate 
privately  based  risk  structure  is  established.  H.R.  3626  has  no  men- 
tion of  reinsurance. 

The  last  area  I  would  like  to  comment  on  is  the  locus  of  reform 
activity.  Achieving  effective  market  reform  over  the  long  run  will 
require  continual  rethinking  and  refinement.  We  simply  do  not 
know  the  right  answer  to  this  problem  yet. 

I  believe  that  the  major  locus  of  market  reform  activity  should 
remain,  therefore,  at  the  State  level.  As  a  national  carrier,  the 
Principal  does  have  additional  administrative  costs  caused  by  com- 
pliance with  different  State  requirements.  But  this  problem  is  a 
very  complex  one  and  I  believe  that  State  experimentation  is  very 
important  at  this  time. 

In  conclusion,  I  would  like  to  thank  you  for  the  opportunity  to 
present  my  views  on  Federal  small  employer  market  reform. 

[The  prepared  statement  follows:] 
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PRESENTED  BY 

RICHARD  HELMS,    SECOND  VICE  PRESIDENT  AND  ACTUARY 

THE  PRINCIPAL  FINANCIAL  GROUP 
Good  morning.  I  am  Dick  Helms,  Second  Vice  President  and  actuary 
with  The  Principal  Financial  Group.  The  Principal  is  a  member  of 
the  Health  Insurance  Association  of  America  (HIAA) ,  a  trade 
association  representing  commercial  insurers  which  provide  health 
insurance  to  more  than  95  million  Americans.  It  is  a  pleasure  to 
testify  before  you  on  the  issue  of  small  employer  market  reform. 

The  Principal  Financial  Group  is  a  family  of  insurance  and 
financial  services  companies  with  assets  of  more  than  $33 
billion.     Its  largest  member  company.   Principal  Mutual  Life 
Insurance  Company,   is  currently  the  sixth  largest  life  insurance 
company  in  the  nation  ranked  by  premium  income.     I  believe  that 
The  Principal  is  one  of  the  top  three  commercial  carriers 
providing  coverage  to  small  employers.     We  currently  provide 
health  coverage  to  over  50,000  small  employers  nationwide,  which 
amounts  to  more  than  one  and  a  quarter  billion  dollars  in  health 
premiums. 

My  perspectives  on  the  small  group  market  have  been  shaped  by  a 
number  of  factors.     First,   I  have  observed  the  dynamics  of  the 
small  employer  market  for  9  years  as  financial  and  pricing 
actuary  at  The  Principal  Financial  Group.       The  small  employer 
marketplace  works  very  differently  than  the  large  employer 
marketplace.     Second,   I  have  developed  a  great  appreciation  for 
the  need  to  reform  practices  in  the  small  employer  market.  I 
have  participated  in  reform  efforts  with  the  HIAA  and  have  served 
on  the  industry  advisory  committees  that  developed  the  National 
Association  of  Insurance  Commissioners   (NAIC)   reform  proposals  to 
date.     Finally,   I  have  given  a  great  deal  of  thought  about  how 
best  to  meet  broad  social  objectives  for  the  private  health 
insurance  market  while  at  the  same  time  recognizing  inevitable 
undercurrents  and  pressures  which  exist  in  a  competitive,  private 
marketplace.     What  I  would  like  to  do  is  lay  out  some  issues  that 
are  important  to  understanding  both  where  we  are  as  a  health 
insurance  industry  and  where  we  need  to  go  in  the  future.  In 
framing  this  latter  set  of  issues  I  will  comment  on  some  of  the 
specific  insurance  reform  bills  before  you  and  give  you  some  of 
my  opinions  on  where  these  bills  might  lead  us. 

THE  ENVIRONMENT 

Ultimately,   the  pressures  of  rising  health  care  costs  must 
be  relieved.       Perhaps  the  single  most  important  factor  that 
has  led  us  to  where  we  are  in  the  small  group  area  is  rising 
health  care  costs.     As  costs  have  outpaced  general  economic 
growth,   employers  and  individuals  have  searched  for  ways  to 
check  their  own  personal  costs.     Insurers  have  responded  to 
these  pressures.     Unfortunately,   economic  pressures  have  in 
many  cases  pushed  behavior  in  the  small  employer  market 
beyond  where  society's  broader  needs  are  met  effectively. 
This  is  where  this  committee's  very  important  considerations 
of  small  group  reform  and  cost  issues  come  in.       In  both 
understanding  the  current  market  and  moving  forward,  there 
are  several  other  key  pub] ic  policy  and  business 
observations  I  want  to  leave  with  you. 

Af fordabilitv  should  be  central  to  considerations  of  small 
employer  market  reform.     It  is  very  important  that 
consideration  be  given  to  not  only  overall  cost  levels,  but 
also  to  the  distribution  and  relative  af f ordability  across 
populations. 

According  to  the  HIAA  employer  survey:    (a)  only  one  in  three 
employers  with  fewer  than  10  employees  offers  coverage  and 
(b)  most  small  employers  don't  offer  coverage  for  reasons  of 
cost. 

From  the  vantage  point  of  the  worker,  most  uninsured  workers 
are  disproportionately  young,  low-wage  and  have  low  income. 

For  example: 

Regarding  age,  42%  of  18  to  24  year  old  full-time 
(principal)  workers  of  small  firms  (under  25  employees) 
were  uninsured  in  1990,  while  18%  of  such  workers 
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between  the  ages  of  55  and  64  were  uninsured.  (March 
1990  CPS) . 

-        Regarding  wage,   two-thirds  of  uninsured  workers  earn 
less  than  $10,000/yr  and  nine  in  ten  earn  less  than 
$20,000/yr  (March  1990  CPS). 

Regarding  income,  while  one  out  of  four  full-time 
principal  workers  have  family  incomes  below  twice  the 
poverty  level,   only  one  in  ten  of  such  55  to  64  year 
olds  have  family  incomes  beneath  this  level. 

Small  employers  are  very  price  sensitive.     Not  only  do  many 
small  employers  often  make  the  decision  to  offer  or  not  to 
offer  coverage  based  on  very  small  dollar  differences,  but 
they  often  choose  between  insurers  on  this  basis.       Cost  is 
the  most  frequently  cited  reason  for  an  employer  changing 
carriers.     The  fact  that  "selection"  is  such  an  important 
part  of  the  small  employer  market  says  something  very 
powerful  from  a  business  perspective.     Carriers  often  have 
little  advance  control  over  their  ultimate  risks.     Under  my 
discussion  on  rating  limits  I  will  return  to  why  this  is  a 
critical  issue  from  both  business  and  public  policy 
perspectives . 

Small  employer  insurance  reform  is  a  new  and  somewhat 
unknown  frontier.      Neither  I  nor  the  industry  profess  to 
know  what  will  ultimately  be  the  precise  structure  of  the 
"right"  solution.     This  is  why  the  industry's  approach  was 
to  first  lay  out  a  set  of  market  reform  "precepts"  to  guide 
action  in  the  small  employer  area.     These  precepts  have  been 
complemented  by  a  more  specific  set  of  ideas  that  the 
industry  believes  are  necessary  to  carry  them  out.  However, 
industry  recommendations  (and  a  number  of  approaches  before 
the  states  and  Congress)   leave  substantial  opportunities  for 
modification,  change  and  evolution  if  necessary.  Other 
approaches  would  impose  such  rapid  or  specific  changes  that 
little  room  would  remain  for  appropriate  restructuring  or 
future  initiatives.     The  commercial  insurance  industry 
strongly  believes  that  it  is  best  to  pursue  evolutionary 
strategies  that  allow  us  to  build  upon  and  assess  our 
progress . 

SPECIFIC  LEGISLATIVE  REFORMS 

With  the  above  background,   I  would  like  to  turn  to  comments  and 
specific  analysis  relevant  to  the  small  en^loyer  reform  bills  you 
have  before  you.     My  focus  is  to  provide  input  on  how  effectively 
certain  bills  balance  what  are,   in  many  cases,  competing 
underlying  economic  pressures  on  the  one  hand  and  broader  social 
objectives   (such  as  fairness,  choice,  etc.)   on  the  other. 

I  would  like  to  commend  the  authors  of  each  of  these  bills  for 
having  the  vision  and  forethought  to  recognize  the  need  for 
insurance  market  reform.     It  is  gratifying  to  see  that  there  is 
such  a  high  level  of  interest  in  this  issue. 

In  looking  at  the  legislation  before  you,  it  appears  that  the 
general  goals  of  the  small  group  legislation  are  similar — to 
ensure  that:  coverage  is  available  to  any  small  employer;  rating 
and  underwriting  practices  in  the  market  are  fair  and  reasonable; 
and  competition  is  channeled  in  the  direction  of  cost  management 
rather  than  risk  selection.     I  can  assure  you  that  the  industry 
is  strongly  behind  efforts  to  achieve  these  broad  objectives  and 
has  been  promoting  recommendations  of  its  own. 

Having  said  the  above,  from  the  industry's  standpoint  there  are 
very  important  differences  in  the  legislation  before  you.  Rather 
than  walk  through  each  piece  of  legislation  in  detail,  I  would 
like  to  focus  on  several  of  the  more  salient  and  important  issues 
raised  in  the  legislation. 
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Rating 

As  I  noted  earlier,  the  current  small  group  environment,  and  the 
specific  area  of  company  rating  structures,   is  the  natural  result 
of  underlying  selection  activities  and  pressures  to  achieve  more 
affordable  rates  for  more  people.     However,   in  the  process,  these 
dynamics  have  taken  us  too  far  by  placing  too  much  emphasis  on 
selection.     The  result  is  a  market  in  which  too  few  resources 
have  been  devoted  to  cost  management,  more  and  more  people  cannot 
get  insurance  at  any  price,  and  others  cannot  get  coverage  at  a 
reasonable  rate  level. 

While  each  of  the  bills  before  you  seeks  to  reverse  problems  in 
the  rating  area,   I  would  maintain  that  two  of  the  bills — H.R. 
2121  and  H.R.   3626  go  too  far  and  create  bigger  problems  than 
they  attempt  to  solve. 

For  example,  H.R.   3626  would  impose  something  very  close  to  flat 
community  rating  on  the  small  employer  market.     Such  a  scheme 
would  result  in  a  number  of  undesirable  outcomes  from  a  public 
policy  and  business  standpoint.     H.R.  3626  would  raise  the  rates 
of  the  majority  of  insured  small  employers.    According  to  some 
preliminary  modeling  done  by  the  HIAA  (of  five  companies'  small 
group  business) ,  the  number  of  small  groups  receiving  major 
premium  increases  (defined  as  increases  of  more  than  5%)   from  the 
rating  provisions  alone,  would  be  more  than  double  the  number  of 
employers  receiving  a  major  rate  reduction  (defined  as  a 
reduction  of  more  than  5%)     (See  attachment) .     In  addition,  a 
rough  study  of  The  Principal's  business  indicates  applying 
community  rating  to  age  alone  would  raise  rates  by  10%  or  more 
for  roughly  3  0%  of  small  employers.       In  both  cases,  these 
increases  would  be  on  top  of  any  general  increases  in  trend  and 
on  top  of  increases  associated  with  other  reforms  (such  as  making 
coverage  available  to  all  and  providing  continuity) .  Finally, 
these  estimates  do  not  include  the  effects  of  lower  cost  groups 
dropping  coverage  as  they  receive  major  rate  increases.  These 
effects  are  far  more  relevant  under  a  community  rated  (or  near 
community  rated)   approach  since  a  sizable  segment  of  the  market 
would  receive  a  major  rate  increase. 

From  a  broad  public  policy  standpoint,  an  approach  such  as  H.R. 
3626,  which  allows  very  limited  variation  based  on  age,  sex, 
health  and  other  factors  would  do  three  things:    (1)  make  coverage 
less  affordable  for  more  employers;   (2)  cause  many  small 
employers  to  drop  coverage,  thereby  raising  the  number  of 
uninsured;  and  (3)  ironically,  redistribute  premiums  from  lower 
income,  younger  populations  to  higher  income,  older  populations. 

One  final  and  important  consideration  regarding  rating  limits 
relates  to  their  effects  on  carriers.     The  closer  one  moves  to 
community  rating,  the  less  latitude  carriers  have  to  fine  tune 
rates  to  remain  solvent.     In  a  world  where  carriers  have  perfect 
foresight  in  predicting  who  they  will  cover  and  what  their  actual 
costs  will  be,  a  tight  rating  structure  is  less  problematic. 
However,  companies  cannot  accurately  anticipate  who  they  will 
cover,  especially  in  a  guaranteed  issue  environment.     A  company 
that  is  unfortunate  enough  to  receive  a  disproportionate  share  of 
high  cost  or  expensive  risks  is  disadvantaged  relative  to  the 
rest  of  the  market.     Such  a  carrier  is  faced  with  two  poor 
business  options.      The  carrier  can  lower  its  rates  for  all  its 
insureds  in  an  effort  to  attract  a  broader  cross  section  of  the 
population  (and  lose  money)  or  raise  its  rates  for  all  its 
insured  and  risk  having  its  lower  cost  insured  leave. 

Aside  from  disadvantaging  carriers  that  cover  more  than  their 
fair  share  of  risks,  community  rating  can  disadvantage  carriers 
that  have  been  in  the  market  for  years  relative  to  those  that 
newly  enter  the  market.     This  is  because  new  market  entrants  have 
not  yet  accumulated  many  high  cost  cases.    As  such,  rating 
structures  need  to  give  carriers  that  are  mainstays  in  the  market 
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the  flexibility  to  price  competitively  relative  to  new  market 
entrants. 

The  rating  structure  envisioned  in  H.R.  2121  also  appears  to  be 
problematic.     For  example,  H.R.   2121  requires  that  the  rate  for 
the  mandatory  package  be  determined  on  the  basis  of  the  average 
per  capita  cost  of  providing  coverage  to  all  individuals  covered 
under  accident  and  health  contracts  issued  by  the  carrier.  There 
appears  to  be  no  allowance  for  age,   industry,  area  or  other 
adjustments  under  the  mandatory  plan.     My  concerns  with  this 
structure  parallel  those  with  H.R.  3626. 

However,  this  bill  goes  a  step  farther  in  at  least  one  way — it 
does  not  appear  to  allow  appropriate  area  adjustments  under  the 
mandatory  plan.     Area  adjustments  are  critical  to  effective  cost 
management  incentives.     Without  area  adjustments,  one  forces 
lower-cost  (and  often  lower-income)  areas  to  cross-subsidize 
higher  cost  (often  higher-income)  areas.     Incentives  for 
employers  to  seek  out  more  cost  effective  local  finance  and 
delivery  systems  are  compromised,   since  the  decisions  of 
individual  employers  have  no  bearing  on  their  individual  health 
premiums.     A  rough  study  of  The  Principal's  small  employer 
business  indicates  that  about  4  0%  of  small  employers  would 
receive  increases  of  10%  or  more  due  solely  to  the  imposition  of 
full  community  rating.     Again,  these  estimates  are  on  top  of  the 
additional  costs  of  other  market  reform  elements.     Moreover,  I 
think  that  the  results  would  be  significantly  worse  for  a  great 
number  of  other  carriers. 

I  have  another  major  concern  with  H.R.  2121  in  that  it  is  unclear 
what  rating  reforms,   if  any,  apply  to  nonmandatory  plans. 
Establishing  a  level  playing  field  is  critical  to  the  success  of 
any  market  reforms.     From  the  outset,  this  bill  appears  to 
establish  an  environment  that  would  suffer  from  major  selection 
and  prove  to  be  unsustainable  in  very  short  order. 

H.R.   1565  is  most  consistent  with  the  work  of  the  HIAA,  the  Blue 
Cross/Blue  Shield  Association  (BCBSA)   and  the  NAIC.     H.R.  1565 
leaves  the  door  open  for  future  evolution  in  the  rating  area 
while  avoiding  many  of  the  pitfalls  with  the  other  two  bills. 
While  HIAA  has  not  yet  modeled  the  rating  effects  of  H.R.  1565, 
on  The  Principal's  business  the  effects  would  be  substantially 
more  moderate  and  would  lead  to  fewer  groups  dropping,  or 
choosing  not  to  purchase,  coverage.     This  approach  also  avoids 
many  of  the  operational  problems  and  inequities  created  between 
carriers  by  an  unduly  restrictive  rating  environment. 

Reinsurance  and  Other  Risk  Adjustment  Mechanisms 

A  number  of  structures  have  been  considered  for  ensuring  that 
risks  are  fairly  spread  between  carriers  in  the  small  group 
market.     I  strongly  believe  that  a  risk  adjustment  mechanism  is  a 
critical  element  of  small  employer  market  reform  proposals.  The 
HIAA,  BCBSA  and  NAIC  have  designed  several  possible  approaches 
that  I  believe  can  work.      An  effective  risk  adjustment 
mechanism,  such  as  reinsurance,  can  play  at  least  three  very 
important  roles.     First,  it  removes  or  severely  mitigates  the 
incentive  for  carriers  to  avoid  covering  high  cost  individuals  by 
removing  the  economic  incentive  to  avoid  them.     Second,  it 
promotes  a  degree  of  fairness  among  carriers.     Carriers  covering 
populations  that  are  higher  risk  are  not  severely  penalized  for 
doing  so.     Even  a  completely  random  distribution  of  risk  can 
result  in  certain  carriers  receiving  an  unbalanced  book  of 
business.       Through  reinsurance,  or  other  risk  adjustment 
mechanisms,  the  marketplace  at  large  compensates  carriers  for 
their  relative  situation.     Finally,  such  structures  make 
monitoring  of  compliance  much  easier  (since  carriers  are 
voluntarily  given  an  incentive  to  comply) . 

I  am  pleased  to  see  that  the  concept  of  reinsurance  is 
incorporated  in  H.R.   1565.     While  H.R.   2121  includes  the  concept 
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of  reinsurance,   it  is  public  stop  loss  reinsurance  (set  at 
$25,000  per  year).     I  believe  that  this  use  of  public  revenues  is 
unnecessary,  provided  that  an  appropriate  privately  based  risk 
adjustment  structure  is  established.     Initial  analysis  by  HIAA 
indicates  that  this  type  of  public  reinsurance  structure  would 
necessitate  substantially  increased  government  taxes  to  cover  20% 
or  more  of  employer  health  care  expenditures.^ 

H.R.   3626  has  no  mention  of  reinsurance.     For  the  reasons  stated 
above,   I  strongly  believe  that  a  private  not-for-profit  risk 
adjustment  structure  is  critical  to  effectively  pursuing  small 
employer  refoirms. 

Some  Other  Market  Reform  Issues 

Renewability  of  coverage  is  one  of  the  key  elements  of  industry 
proposals  for  reform  of  the  small  group  market.     All  three  bills 
include  some  provision  directed  at  proscribing  cancellations 
based  on  a  group's  deterioration  in  health.     I  applaud  you  for 
this.     However,  H.R.  2121  does  not  appear  to  allow  carriers  to 
exit  the  market  entirely  or  allow  an  HMO  to  exit  a  location. 
The  thought  of  having  to  remain  in  the  marketplace  forever  could 
cause  many  carriers  to  think  twice  about  entering  or  staying  in 
it. 

All  three  bills  place  some  limitations  on  the  use  of  preexisting 
condition  clauses.     Limiting  the  reapplication  of  preexisting 
condition  clauses  is  highly  desirable  from  a  policy  standpoint 
and  is  supported  by  the  industry.     Further,  the  industry  supports 
limiting  how  long  a  preexisting  condition  clause  can  be  when  a 
person  first  enters  the  system.     However,  I  would  caution  you 
against  making  the  initial  preexisting  condition  limitation  too 
short.     A  very  short  preexisting  condition  limit  encourages 
employers  to  wait  until  they  need  coverage  before  purchasing  it 
or  employees  to  wait  until  they  need  coverage  before  accepting 
it.     This  adverse  selection  could  sv±)stantially  raise  premium 
levels . 

Finally,  under  any  program  there  will  inevitably  be  some  limited 
and  often  unknowing  degree  of  noncompliance.     In  particular,  the 
financial  penalties  envisioned  under  H.R.   2121   (100%  of  a 
carrier's  accident  and  health  premiums  for  noncompliance)  is 
unduly  harsh  and  will  cause  many  carriers  (of  any  size)  to 
question  whether  entering  or  remaining  in  the  market  is  too  great 
a  risk. 

Locus  of  Reform  Activity 

As  noted  earlier,  achieving  effective  market  refoirm  over  the  long 
run  will  require  continual  rethinking  and  refinement.     In  keeping 
with  this  philosophy,  the  HIAA  and  I  believe  that  the  major  locus 
of  market  reform  activity  should  remain  at  the  state  level. 
While  there  are  clearly  areas  where  federal  action  is  needed,  I 
believe  that  it  is  unnecessary  to  introduce  a  major  new  federal 
role  in  regulating  small  group  insurance.     Federal  action  that  is 
too  prescriptive    could  stifle  the  development  of  better 
solutions  at  the  local  and  state  levels.      As  a  national  carrier. 
The  Principal  does  have  additional  administrative  costs  caused  by 
compliance  with  different  state  requirements.     But  this  problem 
is  very  complex  and  I  believe  state  experimentation  is  important 
at  this  time.     For  The  Principal  Financial  Group,  100%  of 
accident  and  health  premiums  is  roughly  the  same  as  total  equity 
for  the  entire  company  (surplus) . 


^  Based  on  data  from  Medstat  on  Charge  levels  of  employer 
plans. 
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Broader  Cost  Containment  Efforts 

While  I  understand  that  these  bills  are  not  intended  to  address 
the  broader  issue  of  cost  containment,   I  want  to  reiterate  that, 
more  than  anything  else,   I  believe  the  rapid  rise  in  health  care 
costs  is  what  ails  our  current  financing  problems.     There  is  a 
critical  need  for  a  range  of  broad  cost  containment  initiatives. 
I  believe  that  private  managed  care  and  utilization  review 
efforts  are  an  important  part  of  any  broad  strategy  to  contain 
health  care  costs.     There  is  a  panoply  of  other  initiatives  (such 
as  those  related  to  medical  malpractice  reform,  technology 
assessment,  provider  practice  guidelines  and  administrative 
costs)  which  also  must  be  pursued  in  order  to  bring  cost  relief. 
Many  of  these  activities  will  require  substantial  government 
support. 

CONCLUSION 

In  conclusion,  I  would  like  to  thank  you  for  the  opportunity  to 
present  my  views  on  federal  small  employer  market  reform.  I 
applaud  you  for  your  interest  in  this  very  important  issue. 
While  small  employer  reform  is  only  one  piece  of  a  much  broader 
agenda  for  change,   it  is  nonetheless  a  very  important  and 
critical  piece.     The  Principal  and  others  in  the  commercial 
insurance  industry  are  ready  and  willing  to  assist  you  in  the 
future  on  this  and  other  important  health  care  issues. 
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Chairman  Stark.  Thank  you  very  much.  You  have  both  suggest-  I, 
ed  that  the  reforms  proposed  in  my  bill  or  Chairman  Rostenkow-  | 
ski's  bill  or  Mr.  Russo's  bill  go  too  far  and  would  disrupt  the  ' 
market.  Yet,  from  my  view,  doing  what  you  propose  approaches  i 
doing  basically  nothing  at  all.  I  am  reliably  informed,  for  instance,  I 
that  the  rating  compression  that  the  Blue  Cross  Association  sug-  j 
gests  would  not  cause  one  single  Blue  plan  to  change  their  rates  at 
all;  and  so  if  we  did  that  for  everybody,  we  could  accommodate  ev-  j 
erybody,  but  that  does  not  seem  possible.  I 

What  would  be  accomplished  by  the  reforms  both  of  you  propose?  | 

Mr.  Helms.  I  am  not  sure  of  the  source  of  your  information.  I  I 
will  not  speak  for  Blue  Cross/ Blue  Shield,  but  I  believe  in  the  com-  | 
mercial  carrier  industry,  that  a  great  number  of  carriers  will  have  j 
substantial  difficulty  complying  with  the  NAIC-style  rating  re-  ' 
quirements.  1 

It  is  something  that  will  vary  considerably  from  carrier  to  carri- 
er. Some  carriers  have  been  more  abusive  than  others  in  their  | 
rating  practices.  Those  are  the  ones  that  will  have  the  greatest  dif-  i 
ficulty.  I 

Carriers  that  are  more  responsible  will  have  less  difficulty  com- 
plying; the  Principal's  block  of  business,  for  example,  the  NAIC 
rating  requirements  do  require  adjustments,  mostly  lowering  of 
rates  at  the  high  end  of  the  scale.  It  is  moderate  enough  that  I 
don't  think  it  will  raise  the  rates  on  lots  of  groups  by  a  significant 
amount. 

Ms.  Lehnhard.  Mr.  Chairman,  first  of  all,  I  don't  know  where 
the  information  comes  from.  Some  of  the  plans  will  have  to  change 
the  rating  practices.  But  more  importantly   i 

Chairman  Stark.  This  is  the  rates?  I 

Ms.  Lehnhard.  More  importantly,  these  reforms  do  offer  a  signif-  i 
icant  value  to  the  small  group  market.  They  are  not  designed  to  i 
cover  everybody.  They  are  not  universal  coverage  bills.  They  say  to 
groups  that  have  not  been  able  to  get  coverage  at  all  before,  there  | 
will  be  private  coverage  for  you.  They  assure  that  people  who  leave  | 
a  small  employer  and  go  to  another  one  will  not  have  new  preexist-  | 
ing  waiting  periods.  I 

Chairman  Stark.  Nothing  in  it  would  suggest  if  they  go  to  an-  i 
other  employer  that  the  insured  will  have  any  insurance  at  all?  ' 

Ms.  Lehnhard.  No.  We  have  another  set  of  proposals  to  do  that. 
That  is  not  the  intent  of  small  group  reform.  j 

Chairman  Stark.  That  is  what  the  public  is  worried  about.  They  I 
are  not  going  to  be  upset  over  a  10  percent  increase  in  their  rates.  1 
They  would  be  thrilled.  It  is  the  fact  they  may  leave  an  employer 
for  a  wide  variety  of  reasons. 

Ms.  Lehnhard.  We  agree.  | 

Chairman  Stark.  There  is  no  insurance.  This  isn't  a  continuous 
function.  They  are  out  of  the  game  and  we  do  not — without  preju- 
dice to  the  difference  in  your  plan  or  mine,  they  do  not  provide 
access. 

Ms.  Lehnhard.  Both  of  the  plans  have  the  same  goal:  universal 
coverage.  We  are  saying  do  small  group  reform  now  while  we 
debate  universal  coverage. 

The  key  thing,  the  point  Mr.  Coyne  made,  is  that  it  stops  egre-  j 
gious  insurance  practices.  For  example,  right  now  a  carrier  may 
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enroll  a  small  group  that  is  very  healthy  with  10  people  and  next 
year,  three  people  get  sick  and  have  enormous  expenses. 

Under  current  law,  insurers  can  adjust  those  premiums  dramati- 
cally, by  multiples,  in  1  year  to  account  for  that  group's  experience. 

Under  the  Bentsen  bill,  you  can  only  adjust  it  for  5  percent.  That 
is  an  enormous  difference.  What  that  will  do  over  time  is  level  out 
everybody's  premiums.  You  will  not  be  able  to  do  this  durational 
rating  any  more;  the  practice  that  is  the  most  egregious.  I  think 
that  it  is  unfortunate  that  that  is  often  overlooked  in  this  debate. 

Chairman  Stark.  OK.  Neither  of  you  support  or  accept  the  idea 
of  open  enrollment.  I  guess  I  know  why,  but  a  few  of  the  groups  do 
it. 

They  may  have  problems.  Eight  of  them  do  not  underwrite? 
Ms.  Lehnhard.  About  16. 

Chairman  Stark.  Sixteen?  They  arguably  are — if  every  insur- 
ance company  in  the  country  did  what  those  16  do,  the  access  prob- 
lem would  be  solved;  the  costs  might  go  up,  we  do  not  know  how 
much.  Why  can  we  not  agree — the  Blues  cannot  agree  among 
themselves.  If  you  did  agree,  private  insurance  companies  might 
not  agree.  Why  can  we  not— why  cannot  the  insurance  industry 
accept  one  system  that  said  it  would  either  eliminate  a  constraint 
in  underwriting  or  go  to  community  rating,  go  back  to  where  we 
were  in  the  forties  and  at  least  thereby  assure  availability?  Not 
necessarily  cost  containment.  Not  necessarily  affordability,  but  ab- 
solute availability.  Why  can't  you  all  get  together  and  do  that? 

Ms.  Lehnhard.  Many  of  our  Blue  Cross  and  Blue  Shield  plans  as 
they  go  through  small  group  reform  at  the  State  level  are  choosing 
to  go  to  essentially  guarantee  issue.  In  these  States,  they  do  not 
want  to  participate  in  reinsurance.  They  opted  not  to  participate. 
They  essentially  are  doing  guarantee  issue.  Some  of  our  plans,  I  am 
sure — and  many  of  the  commercial  companies — will  want  a  way  to 
transition  to  guarantee  issue.  Everybody  may  be  doing  guarantee 
issue  5  years  after  these  reforms  are  passed. 

A  lot  of  companies  cannot  get  there  without  some  help.  An  in- 
dustry supported  reinsurance  model  is  one  way.  In  addition,  we 
have  proposed  an  allocation  model  that  a  number  of  our  plans 
would  like  to  try.  Unlike  reinsurance,  the  carrier  takes  the  entire 
risk  of  the  group  and  it  is  another  way  to  assure  access.  It  is  a 
way — in  some  people's  mind,  to  manage  a  transition  to  full  accept- 
ance of  the  risk. 

Chairman  Stark.  Mr.  Helms,  could  you  accept  that?  If  we  said  in 
the  fifth  year,  we  have  to  get  there,  can  you  two  design  it?  Let  us 
stipulate? 

We  will  agree  5  years  from  now,  in  1997,  we  will  have  open  en- 
rollment, no  underwriting,  guarantee  issue,  all  of  those  things.  You 
tell  us  how  to  get  there.  Could  you  buy  that? 

Mr.  Helms.  We  already  have.  The  NAIC  has  designed  proposals 
as  have  HI  A  A  and  Blue  Cross  that  guarantee  issue.  We  do  not 
have  to  wait  5  years  to  get  there.  That  does  not  mean  total  open 
enrollment.  There  is  still  preexisting  conditions,  for  example. 

Chairman  Stark.  No.  We  have  to  toss  that  in.  Come  on.  No  fudg- 
ing here.  This  is  kind  of  an  all  or — I  am  going  back.  This  is — we 
will  never  get  the  diabetics  cared  for.  We  do  not  want  to  load  them 
into  the  community  rate.  They  cost  the  system  something. 
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I  am  talking  about  this  guarantee  issue  where  you  can  do  it,  but 
you  have  to  do  it  among  the  insurance  industry.  That  includes 
taking  those  people  that  are  not — I  am  not  sure  where  the  rates 
will  come  out.  At  least  we  end  up  with  open  enrollment,  guarantee 
issue,  community  rating,  no  medical  underwriting. 

Mr.  Helms.  Mr.  Chairman,  no,  I  do  not  believe  that  that  is 
doable  in  a  voluntary  marketplace.  Just  to  take  community  rating, 
for  example,  the  employer  has  alternatives.  There  is  the  individual 
insurance  marketplace,  not  just  group.  There  is  self-insurance,  as 
we  have  heard  discussed.  In  a  voluntary  marketplace,  you  simply 
cannot  force  large  groups  of  people  to  heavily  subsidize  other 
groups  of  people. 

Ms.  Lehnhard.  It  is  the  same  reason  Medicare  part  B  has  a  wait- 
ing period.  Medicare  part  B  is  not  mandatory.  If  you  allow  people 
to  opt  in  and  out  without  a  waiting  period,  everybody  will  wait 
until  they  get  sick  to  take  the  coverage. 

Chairman  Stark.  You  are  splitting  a  hair  with  me.  Part  B  is  not 
mandatory.  But,  first  of  all,  I  am  not  sure  many  people  know  that; 
and,  secondly,  it  is  mandatory  only  in  that  there  is  no  alternative. 
It  is  a  do  or  die,  either  you  are  in  part  B  or  have  no  insurance. 

Mr.  Helms.  I  am  not  an  expert  on  Medicare.  I  believe  even  Medi- 
care part  B,  although  it  is  not  mandatory  and  the  insured  pays 
part  of  the  costs,  it  is  heavily  subsidized. 

Chairman  Stark.  No  question.  I  am  not  suggesting  for  a 
minute — see,  I  did  not  put  a  limit  on  your  rates.  I  am  saying  at 
some  point  if  you  agree  every  resident  of  this  country  ought  to 
have  access  to  the  payment  system,  and  going  into  the  emergency 
room  and  your  compensated  care  is  too  expensive  for  your  industry 
or  the  local  taxpayers,  somehow  we  agree  we  should  have  every- 
body in  the  system. 

I  will  stipulate  you  will  do  it  through  private  insurance.  That  is 
OK  with  me.  How  much  time?  Five  years,  let  us  say,  to  transition 
from  here  to  there.  How  do  we  do  it?  You  cannot  do  it — we  cannot 
take  the  high  risks — we  will  have  long  waiting  periods.  Because 
you  want  to  exclude  AIDS,  diabetes,  hypertension.  I  understand 
that.  But  you  cannot.  Otherwise,  what  we  just  agreed  to,  to  get  ev- 
erybody in  the  system,  doesn't  work.  How  would  you  do  it? 

Mr.  Helms.  The  proposals  that  have  guarantee  issue  in  them 
would  solve  that  problem.  Any  employer  that  cannot  obtain  cover- 
age today  would  be  able  to  obtain  coverage  in  the  guarantee  issue 
environment.  There  are  risk-sharing  mechanisms  for  the  carriers 
to  spread  the  risks  of  those.  — - — 

Chairman  Stark.  You  all  allow  individuals  to  come  in  as  well? 

Mr.  Helms.  Pardon? 

Chairman  Stark.  Individuals  could  buy  in? 

Mr.  Helms.  That  problem  needs  to  have  more  attention  paid  to 
it.  I  don't  think  that  has  been  addressed  sufficiently.  I  think  it 
might  be  possible  to  develop. 

Chairman  Stark.  I  am  sure  this  committee  is  waiting  with 
baited  breath,  but  I  mean  somehow  we  do  not  have  to  do  it  all  at 
once.  We  are  not  going  to.  Mr.  Gradison  illustrated  very,  very  well 
the  political  climate  in  this  country.  It  will  not  happen  overnight. 
It  seems  silly  to  start  out  on  a  journey  where  we  do  not  know 
where  we  are  going. 
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I  am  really  challenging  the  insurance  industry:  show  us  the  plan 
at  some  predetermined  time  where  we  will  have  everybody  in  it. 
We  will  try  to  move  toward  that  with  legislation  and  do  it  incre- 
mentally. But  it  is  sort  of  silly  to  do  a  little  bit  of  incremental  now, 
at  least  in  my  opinion,  when  that  may  take  us  off  in  the  wrong  di- 
rection. I  kind  of  would  like  to  get  you  all  to  give  me  that  plan,  to 
complete  your  plan  you  are  working  on,  but  let  us  bring  in  those 
high-risk  folks.  Then  go  from  there.  That  is  what  we  have  been 
trying  to  figure  out.  You  could  start  with  a  plan.  That  still  does  not 
help  us.  We  still  have  to  figure  out  how  to  pay  for  it.  Remember,  I 
said  we  would  still  pay,  but  I  didn't  say  we  would  cap  it.  We  have 
to  figure  out  cost  containment,  arguably. 

You  tell  us  what  you  would  do  first,  when  you  would  get  there. 
We  will  try  to  figure  out  how  to  get  there. 

Ms.  Lehnhard.  Mr.  Chairman,  we  have  a  proposal  that  pays  for 
itself.  It  provides  universal  coverage  through  the  private  insurance 
system,  but  we  have  said  if  you  are  going  to  base  it  on  private  in- 
surance, and  we  think  that  is  the  right  way  to  go,  you  have  to 
clean  up  the  insurance  market.  We  say  start  doing  that  now. 

We  do  have  a  strategy  of  steps  to  clean  up  the  market,  go  to  uni- 
versal coverage,  control  costs;  but  we  are  saying  do  not  wait  to 
clean  up  what  is  perhaps  the  most  unstable  part  of  the  market,  do 
it  right  now. 

Mr.  Helms.  I  would  agree  with  that.  HIAA  also  has  a  plan  that 
is  multifaceted  and  deals  with  the  cost  containment  issues  as  well. 

Chairman  Stark.  Your  plans  happen  to  differ  on  the  issue  of  re- 
insurance; but  other  than  

Ms.  Lehnhard.  Well  

Chairman  Stark.  You  guys  have  some  fighting  among  yourselves 
to  do.  The  issue  of  cost  containment  

Ms.  Lehnhard.  Ours  is  mandatory  coverage,  universal  coverage. 

Chairman  Stark.  That  is  a  tough  fight.  I  happen  to  share  that 
view.  You  have  mandatory  cost  containment.  My  theory  is  that  vol- 
untary cost  containment  is  ineffective — that  expects  more  of 
human  nature  than  I  am  willing  to  ascribe  to  it.  Even  in  the  insur- 
ance industry,  I  think  there  is  disagreement. 

Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

In  the  prepared  statements  by  both  of  you,  you  folks  focused 
quite  properly  on  the  bills  that  have  been  introduced  over  here.  I 
wonder  if  you  are  in  a  position  now  or  would  be  perhaps  in  writing 
soon  after  this  hearing  is  finished  to  give  us  your  specific  com- 
ments on  the  Bentsen  proposal  that  is  in  the  tax  package  on  the 
other  side? 

It  has  attracted  a  lot  of  interest.  I  really  would  be  very  grateful 
for  some  assessment  as  to  what  you — how  you  change  it,  what  you 
like,  what  you  do  not  like  about  it,  and  if  you  are  in  a  position  to 
comment  now,  that  is  fine;  but  if  it  would  be  more  convenient  for 
you  to  do  it  in  writing,  that  is  OK  for  me,  too. 

Mr.  Helms.  I  would  be  glad  to  comment  further  in  writing,  but  I 
can  comment  on  a  couple  of  aspects  at  the  moment. 

The  Bentsen  bill  does  include  rate  restrictions  that  are  more 
along  the  lines  of  the  NAIC;  they  are  a  little  bit  tighter  than 
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NAIC,  but  they  do  not  try  to  compress  demographic  rating  which  I  ' 
think  is  an  important  point.  I 

The  bill  also,  as  does  H.R.  1565,  includes  proposals  for  reinsur-  ' 
ance  or  risk  adjustment  mechanisms  which,  as  I  have  indicated,  is  I 
an  important  part  of  the  market  reform.  ' 

Mr.  Gradison.  Thank  you.  | 

Ms.  Lehnhard.  Mr.  Gradison,  overall  we  think  it  is  a  good  first  ^ 
step.  There  are  things  in  there  we  would  like  to  change.  On  bal-  j 
ance,  we  think  it  is  a  reasonable  first  step,  \ 

Mr.  Gradison.  I  guess  I  should  follow  up  with  this  question  to  i 
each  of  you.  If  you  had  a  choice  between  the  two  bills  over  here 
you  commented  on  and  the  Bentsen  bill,  would  you  prefer  the 
Bentsen  bill?  If  you  had  to  take  it  unanalyzed? 

Ms.  Lehnhard.  We  do  not  think  it  is  a  good  idea  to  move  to  pure 
community  rating  because  of  the  rate  swings  you  get  in  at  least 
half  of  the  small  employers.  We  prefer  the  Bentsen  rating  provi- 
sions. 

Mr.  Gradison.  Any  comment  from  your  point  of  view,  Mr. 
Helms? 

Mr.  Helms.  Which  bill  are  you  contrasting  it  with? 

Mr.  Gradison.  Well,  you  were  talking  here,  at  least  Mary  Nell 
was,  about  the  Rostenkowski  bill  and  the  Stark  bill.  You  do  not 
have  to  have  a  preference.  I  wondered  if  you  did,  between  the  Bent- 
sen bill  and  the  two  we  were  talking  about  earlier? 

Mr.  Helms.  Between  those  bills  I  prefer  the  Bentsen  bill,  certain- 
ly on  the  rating  requirements  and  the  reinsurance  mechanism.  I 
am  not  prepared  to  comment  on  the  other  aspects  at  the  moment. 

Mr.  Gradison.  I  understand  that.  If  you  are  in  a  position  to  do  so 
within  the  next  couple  of  weeks,  it  would  be  helpful  and  timely. 

Thank  you. 

Chairman  Stark.  Mr.  McGrath. 

Mr.  McGrath.  Prior  to  the  1986  Tax  Act,  some  Blues  who  had 
open  enrollment  were  given  a  tax  break  as  opposed  to  other  private 
insurers  to  provide  that  open  enrollment  with  a  series  of  tests  that 
they  had  to  adhere  to  in  order  to  be  considered  for  the  tax  break.  I 
am  wondering  whether  or  not  at  this  point  that  that  concept  could 
or  should  be  resurrected  in  order  to  satisfy  our  access  problem? 

Ms.  Lehnhard.  Would  you  like  me  to  comment  on  that?  We  obvi- 
ously have  been  

Mr.  McGrath.  Take  your  best  shot.  Some  of  you  have. 

Mr.  Helms.  I  think  the  fact  that  the  Blues  that  have  had  open 
enrollment  have  had  tax  breaks  is  illustrative  of  the  fact  that  open 
enrollment,  community  rating  doesn't  work  in  a  voluntary  market- 
place without  some  form  of  subsidy. 

Mr.  McGrath.  We  have  heard  that  in  small  group  market 
reform  that  community  rating  certainly  sounds  great;  but  could 
you  explain  to  us  why  it  might  have  perverse  effects  in  the  insur- 
ance markets  regarding  distribution  of  risk  and  marketing  prac- 
tices? 

Ms.  Lehnhard.  I  think  the  clearest  example  of  that  is  of  the 
Blue  Cross  &  Blue  Shield  plans  that  we  sampled.  If  you  moved  to  a 
pure  community  rating  system  right  away  and  you  account  for  all 
the  other  costs  that  are  a  result  from  the  reform  provisions  plus 
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general  inflation,  you  could  end  up  with  significant  rate  increases 
in  the  neighborhood  of  70  to  100  percent. 

We  have  said  if  you  proceed  along  the  lines  of  the  Bentsen  bill, 
those  cost  increases  are  manageable,  they  will  hopefully  be  trans- 
parent as  you  even  them  out,  blend  them  in  with  general  inflation; 
and  you  do  have  a  phasein  period.  So  it  is  not  as  though  you  are 
doing  it  overnight. 

Mr.  McGrath.  Mr.  Helms,  you  suggest  in  your  testimony  that 
the  focus  of  market  reform  should  remain  at  the  State  level;  and 
we  had  testimony  here  last  week  from  a  State  senator  from  Mary- 
land in  terms  of  the — when  we  were  talking  about  the  need  for  a 
new  health  system  reform,  that  some  of  the  experimentation  that 
is  going  on  at  the  State  level,  imposition  of  State  plans.  I  am  won- 
dering if  you  could  update  us  as  to  the  status  of  State  reforms  in 
the  insurance  area? 

Mr.  Helms.  I  am  not  in  a  position  to  be  specific  and  go  State  by 
State,  but,  as  an  example,  the  NAIC  produced  its  model  rating  law 
a  year  ago  in  December.  In  one  legislative  session,  something  close 
to  the  model  or  the  model  itself  was  passed  in  about  16  or  17 
States.  That  is  pretty  good  for  a  year. 

There  are  access  laws  already  on  the  books  in  Vermont,  Con- 
necticut, North  Carolina,  Oregon.  There  are  a  number  of  States 
considering  such  laws  this  year  and  I  believe  several  more  that  will 
pass  such  laws  this  year.  I  believe  this  activity  too,  will  be  en- 
hanced by  the  NAIC  models  that  have  been  adopted.  So  I  do  think 
States  are  acting  in  this  area. 

Mr.  McGrath.  Do  you  think  they  are  better  prepared  to  enact 
this  kind  of  reform,  both  on  the — in  the  health  system  and  any  in- 
surance area,  better  than  we  are? 

Do  you  think  they  know  their  clientele  better  than  we  do?  That 
they  might  be  better  served  if  we  left  it  to  them? 

Mr.  Helms.  I  think  there  are  two  reasons  that  it  is  better  to  do  it 
at  the  State  level. 

One,  yes,  I  do  think  there  are  differences  State  by  State.  So  the 
answer  to  the  access  questions  might  be  different  in  one  State  com- 
pared to  another. 

I  also  believe  that,  as  I  indicated  in  the  written  testimony,  we 
simply  do  not  know  what  the  right  answer  to  these  access  ques- 
tions and  reform  questions  are  today.  There  are  several  possibili- 
ties. I  think  the  States  will  experiment  and  have  differences.  That 
experimentation,  in  order  to  find  the  best  solutions,  is  healthy  at 
this  point  in  time. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  I  would  just  like  to  comment  because  coinci- 
dentally — I  don't  have  an  automatic  transcript  but  this  as  tossed 
over,  that  in  the  Connecticut  plan  you  referred  to,  that  only — there 
have  been  almost  2,200  inquiries  for  people  who  needed  to  get  into 
the  plan  and  less  than  8  percent  of  them  could  afford  it.  So  basical- 
ly out  of  the  2,100  who  applied,  only  7  percent  could  get  in.  Even 
Connecticut's  plan  for  those  people  most  at  risk  is  not  working. 
They  are  going  to  get  medical  care  at  the  emergency  room,  but  the 
cost  is  going  to  get  shifted  around  not  in  the  Connecticut  plan  but 
through  the  age-old  plan  of  higher  costs  loaded  onto  the  hospital  or 
the  community  taxes.  So  while  Connecticut  has  a  great  idea,  it  ap- 
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parently  is  not  working.  I  would  be  glad  to  share  these  figures  with. 
you  all  later.  It  is  indicative  of  some  of  the  problems  that  we  face. 

Mr.  Helms.  If  I  may  comment,  I  would  agree  the  reforms  that 
have  been  discussed  here,  primarily  the  access  and  insurance  re- 
forms, are  not  going  to  make  health  care  more  affordable  for  large 
numbers  of  groups:  and  it  is  also  true  that  the  vast  majority  of  the 
current  uninsureds  are  in  that  category  because  of  costs,  not  be- 
cause of  access  problems;  and  so  it  is  critical  that  we  address  cost 
containment,  cost  reform  at  the  same  time  that  we  are  addressing 
these  other  items. 

I  believe  that  it  is  important  that  we  address  things  like  mal- 
practice reform,  practice  protocols,  technology-  assessment,  and  so 
forth. 

Chairman  Stark.  I  want  to  thank  the  panel  very  much  for  their 
participation  today. 

We  ask  the  next  panel  to  come  for%vard,  Eamonn  McGeady  and 
Gary  Kushner. 

Mr.  McGeady  is  a  constituent  of  our  distinguished  colleague.  Mr. 
Cardin,  who  is  off  worrying  about  whether  Mr.  Gradison  and  I 
bounced  checks.  He  is  not  able  to  be  here.  He  apologizes  to  Mr. 
McGeady.  We  would  also  like  to  welcome  from  the  National  Small 
Business  United.  Gary  Kushner.  chairman  of  the  legislative  com- 
mittee. He  is  president  of  Kushner  &  Co.  of  Kalamazoo.  MI.  Mr. 
McGeady.  I  forgot  to  mention,  is  president  of  Martin  G.  Imbach, 
Inc..  of  Baltimore.  MD. 

Gentlemen,  welcome.  We  look  fonvard  to  hearing  about  this 
problem  from  a  different  and  very  important  point  of  view. 

STATEMENT  OF  EAMONN  McGEADY,  PRESIDENT,  MARTIN  G. 
IMBACH,  INC.  BALTIMORE.  MD.  ON  BEHALF  OF  THE  NATIONAL 
FEDERATION  OF  INDEPENDENT  BUSINESS 

Mr.  McGeady.  I  am  Eamonn  McGeady. 
Chairman  Stark.  I  apologize. 

Mr.  McGeady.  There  was  no  way  to  know  how  to  pronounce  it. 
Mr.  McGrath  would  have  noticed.  This  close  to  St.  Patrick's  Day,  it 
is  the  scene. 

I  am  president  of  Martin  G.  Imbach,  Inc.,  a  marine  and  heavy 
construction  firm  in  Baltimore  that  employs  about  55  to  60  people. 

I  would  request  the  Chair  accept  the  ^^-ritten  testimonj-  that  has 
been  provided. 

Chairman  Stark.  It  will  be  done,  sir. 

Mr.  McGeady.  Our  firm  has  been  in  business  since  1944  and 
since  1962  we  have  provided  health  insurance  for  our  employees. 
Since  1972,  for  the  employees  and  their  families. 

Up  to  now,  at  least,  we  have  been  able  to  pay  for  the  entire  cost. 
There  is  an  old  Yogi  Berra'ism  that  says  "if  it  ain't  broke,  don't  fix 
it".  I  am  here  to  tell  you  mth  respect  to  small  businesses,  the 
health  insurance  industry  is  broke. 

We  support  a  number  of  efforts  of  the  Congress.  I  will  get  to  the 
specifics  of  that  toward  the  end  of  my  testimony. 

I  would  like  to  tell  you  what  has  happened  to  us  over  the  last 
years  in,  "the  real  world."  Our  insurance  premiums  for  health 
have  gone  up  at  least  25  to  28  percent  per  year,  and  usually  in  the 
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40s  per  year.  This  is  a  common  complaint  that  I  am  sure  you  have 
heard. 

Some  4  years  ago,  in  order  to  be  able  to  continue  to  provide  the 
coverage  at  all,  we  began  to  explore  with  some  underwriters  the 
self-insurance  mode.  We  have  been  self-insured  now  for  4  years, 
successfully  thus  far.  Had  we  not  been  self-insured,  we  would  not 
have  been  able  to  afford  health  insurance.  I  must  say,  with  all  due 
respect,  that  part  of  the  reason  that  many  small  businesses  do  not 
provide  health  insurance  is  not  only  the  cost  but  the  disincentives 
provided  by  the  current  tax  laws  and  other  laws. 

Earlier  witnesses  talked  about  individual  underwriting  or  medi- 
cal underwriting.  Under  the  terms  of  the  ADA  bill,  I  would  be  re- 
quired, rightfully  so,  to  hire  an  otherwise  qualified  person  who  had 
diabetes.  I  can  tell  you  as  a  small  businessman,  I  would  not  have 
had  the  option  or  been  able  to  afford  the  health  insurance  associat- 
ed with  that  in  the  next  increase.  There  are  a  number  of  other 
''disabilities"  in  the  same  area. 

Chairman  Stark.  Can  you  do  that  now  that  you  are  self-insured 
or  would  you? 

Mr.  McGeady.  The  answer  is  yes,  we  can,  because  we  have  used 
the  stop-loss  and  self-insurance  type  aspects.  We  have  structured 
our  plan  so  that  it  will  not  destroy  either  the  individuals  or  the 
company.  The  concept  that  we  use  is  that  everyone  needs  to  pro- 
vide health  insurance  the  way  they  provide  for  their  mortgage, 
their  automobile  payments,  their  food,  and  their  education. 

What  we  would  like  to  suggest  is  that  the  Congress,  no  matter 
what  bill  you  talk  about,  whether  it  be  the  Bentsen  bill,  any  of  the 
H.R.  bills,  that  you  use  a  consumer  choice  approach,  and  include 
either  community  rating  or  rating  bands. 

I  refuse  to  believe  that  the  laws  of  large  numbers  cannot  be  ap- 
plied in  a  State  or  within  a  large  metropolitan  or  other  statistical 
area.  I  believe  that  Congress  must  include  in  any  health  care  pro- 
posal 100-percent  deductibility,  preemption  of  all  or  nearly  all  of 
the  State  mandates  which  cause  a  tremendous  disparity  between 
States,  removal  of  the  constraints,  where  they  exist,  on  managed 
care  and  allow  new  practice  models. 

For  example,  in  inner  cities  or  in  rural  areas,  there  are  a  lot  of 
problems  with  either  nurse  practitioners  or  physician's  assistants 
being  able  to  provide  medical  care.  In  short,  don't  throw  out  the 
baby  with  the  bath  water.  Keep  the  good  parts  of  what  we  have  got 
and  build  on  that.  Evolution,  not  revolution. 

With  respect  to  health  insurance  networks:  PPOs,  HMOs,  and  so 
forth,  foster  it  where  appropriate  and  inject  portability  which  is 
very  important  for  small  business  employees. 

I  think  from  my  standpoint,  you  must  also  deal  with  the  medical 
malpractice  reform.  It  just  has  to  be  addressed  on  a  nationwide 
basis. 

We  are  going  to  spend  in  1992  about  14  percent  or  a  little  better 
of  our  gross  domestic  product  on  health  care.  We  are  paying  for 
universal  access.  We  are  just  not  getting  it. 

I  think  the  consumer  choice  approach  will  allow  the  insurance 
companies  to  work  toward  providing  good  coverage;  good  basic  cov- 
erage. If  an  employer-employee  group  chooses  better  coverage,  fine, 
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that  is  their  prerogative,  but  at  least  there  would  be  basic  care 
available  to  everyone. 

That  concludes  my  remarks,  in  conjunction  with  our  written 
statement,  of  course.  At  the  appropriate  time,  I  would  be  glad  to 
answer  questions. 

[The  prepared  statement  follows:] 
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NFIB 


National  Federation  of 
Independent  Business 


STATEMENT  OF 
THE  NATIONAL  FEDERATION  OF   INDEPENDENT  BUSINESS 


SUBJECT:     Small  Market  Health  Insurance  Reform 

BEFORE:       Committee  on  Ways  and  Means,  Subcommittee  on  Health 

DATE:  March  12,  1992 


Thank  you  for  this  opportunity  to  submit  testimony  to  the 
Committee  on  Ways  and  Means,  Subcommittee  on  Health  on 
legislation  on  revising  the  private  health  insurance  market. 
The  National  Federation  of  independent  Business  (NFiB) 
appreciates  the  opportunity  to  express  our  views  and  share 
with  the  Committee  the  data  and  conclusions  we  have 
accumulated  over  the  course  of  more  than  a  decade  on  small 
business  health  insurance  market  reform. 


NFIB    is    the  nation's 
organization,  representing 
independent  business  owners 


largest    small    business  advocacy 
more     than     500,000     small  and 
nation-wide . 


BACKGROUND 

Health  insurance  was  first  listed  as  a  key  concern  for 
small  business  in  1986  when  it  was  cited  as  the  number  one 
problem  for  small  business  owners  out  of  75  potential 
problems.  Again  in  1990,  92  percent  of  small  business  owners 
characterized  health  insurance  as  a  "serious  problem"  (NFIB 
Foundation  study.  Small  Business  and  Health  Care).  The  soon- 
to-be  released  NFIB  Foundation  Survey,  Problems  and 
Priorities,  will  show  that  the  cost  of  health  insurance  is 
still  the  number  one  problem,  but  it  is  now  twice  as  critical 
as  number  two,  which  is  "federal  taxes  on  business  income". 
(We  will  make  this  Survey  available  to  the  Committee.) 

The  NFIB  Foundation  Survey,  has  also  founds  that  small 
business  owners  want  to  offer  health  insurance  as  a  fringe 
benefit  out  of  both  a  sense  of  familial  obligation  and 
competitive  necessity. 

Over  two-thirds  of  NFIB  member  firms  already  offer  health 
insurance.  In  general,  these  firms  tend  to  be  more  mature, 
more  profitable,  and  have  more  full-time  employees  than  their 
counterparts  that  do  not  offer  health  insurance.  Despite 
being  fairly  stable,  these  small  firms  experience  high  initial 
premiums,  and  higher  renewal  premiums. 


Two-thirds  of  those  who  do  not  now  offer  health  insurance 
would  do  so  if  they  could  afford  it.  Their  access  to  health 
insurance  and  quality  health  care  is  largely  determined  by 
af  f  ordability.  The  cost  of  health  insurance  can  be  the 
greatest  payroll  line-item  in  a  small  business  —  exceeding 
^    .^^1^  the    combined    cost    of    workers    compensation    and  liability 

w)'()^la^landA^e  sv(  insurance.  Between  1987  and  1991,  the  cost  of  health 
vtashington. D(  :(lll2^  insucance  for  a  single  employee  rose  79  percent  and  for  family 
'■'''npl^'sl'o-ioc.  coverage,  72  percent.  According  to  a  poll  by  Forster  and 
Fi\(. ()-)■'■'-•  -I  '  Higgins,  the  average  per  employee  cost  of  health  insurance  in 
1991  was  over  $3,100.  For  the  typical  small  business,  these 
figures  are  considerably  higher. 

The  ability  of  the  small  business  owner  to  provide 
insurance  is  greatly  influenced  by  high  costs  of  premiums  and 
profitability  of  the  business.  According  to  a  1989  survey  of 
small  businesses,  91  percent  of  respondents  reported  that  the 
cost  of  health  insurance  was  becoming  prohibitively  expensive. 
nu(.uardunoi  many  small  businesses,   20  to  300  percent  annual  premium 

small 'lu.^,.K^^  increases,  small  profit  margins,  struggling  regional 
economies,  and  restricted  cash  flow  all  contribute  to  the 
increasing  difficulty  small  business  owners  have  in  purchasing 
health  insurance.     if  the  cost  of  purchasing  or  continuing  to 
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provide  health  insurance  increases  at  the  rate  or  Ju  percent 
a  year,  small  business  owners  will  be  forced  to  increase 
employee  contributions,  cut  benefits,  or  in  some  cases  drop 
coverage  altogether. 

Small  businesses  are  most  severely  impacted  by  adverse 
selection,  the  demographics  of  small  business'  work  force 
(such  as,  age  and  gender  of  employees  and  the  hours  they 
work),  higher  employee  turnover  resulting  in  unpredictable 
participation  rates,  and  a  lack  of  expertise  and  clout  in 
purchasing  plans. 

In  an  attempt  to  retain  coverage,  almost  all  employers 
have  tried  spreading  the  pain  by  increasing  employee 
deductibles  and  copayments.  Employers  of  all  sizes  have  been 
trying  to  find  ways  to  control  and  slow  rapid  premium 
increases.  Larger  firms  have  been  able  to  turn  to  cost 
containment  mechanisms  including  self-insuring  and  managed 
care  arrangements.  By  virtue  of  their  size,  small  businesses 
have  very  little  access  to  managed  care  or  other  cost- 
containment  measures.  They  are  also  unable  to  obtain  the 
benefits  of  self-insurance  and  therefore  must  comply  with 
expensive  state  mandates,  pay  state  premium  taxes,  and 
shoulder  a  larger  portion  of  the  carrier's  administrative 
expenses . 

The  health  insurance  market  is  dysfunctional  and  can  no 
longer    remain   unpredictable    and   distorted.    Simply  bringing 
predictability     and     competition     to     the     marketplace  will 
significantly  drive  down  the  cost  of  premiums. 
ERISA'S  IMPACT  ON  THE  SMALL  MARKET 

To  the  severe  detriment  of  small  business,  the  health 
insurance  marketplace  was  changed  dramatically  by  the 
enactment  of  ERISA.  Increasing  health  insurance  costs,  induced 
by  the  passage  of  ERISA,  have  forced  almost  60  percent  of  the 
business  community  to  self-insure  to  escape  costly  state 
regulation  and  taxes.  This  leaves  small  Main  Street  businesses 
exposed  to  the  changing  practices  of  the  health  insurance 
market.  These  small  firms  are  subject  to  state  mandates  and 
premium  taxes,  medical  underwriting,  huge  administrative 
costs,  unilateral  decisions,  and  high  premium  increases. 

The  market  so  perverted  has  led  to  aggressive 
underwriting.  This  artificially  raises  premiums  as  insurers 
seek  to  protect  themselves  from  all  foreseeable,  rather  than 
potential,  health  risks.  These  practices  induce  premature  and 
frequent  changes  from  carrier  to  carrier.  This,  in  turn,  leads 
to  unforeseen  adverse  consequences,  such  as:  preexisting 
conditions  requirements  imposed  on  new  customers  which  can 
leave  employees  and  owners  without  coverage  for  critical 
medical  conditions;  increased  premiums  each  time  a  small 
business  changes  carriers  in  pursuit  of  lower  premiums  by 
increasing  the  carrier's  administrative  costs  and  by  paying 
brokers'  commissions;  and  frequent  changes  precluding  the 
formation  of  small  business  associations  or  pooling  mechanism. 

As  many  as  8.5  million  Americans  have  been  priced  out  of 
the  health  insurance  market  by  costly  state  mandates, 
according  to  the  National  Center  for  Policy  Analysis.  Many 
small,  marginal  firms  would  not  be  able  to  afford  the  Cadillac 
health  insurance  policies  prescribed  by  states  through 
legislated  (mandated)  coverage. 

The  public  policy  goal  of  Congress  should  be  a  low  cost, 
basic  policy  that  can  be  marketed  nationally  so  that  newer  or 
less  wealthy  firms  can  afford  to  provide  a  minimum  level  of 
coverage  for  their  employees.  When  the  only  option  available 
is  a  Cadillac  plan,  requiring  30  to  35  expensive  benefits, 
coverage  of  employees  is  either  delayed  or  never  happens. 

Saall  Market  Reforas 

Small  business  owners  desire  to  build  on  the  existing 
health  care  system.  Since  1940,  the  number  of  people  covered 
by  health  insurance  provided  through  their  employer  has 
increased  from  40%  to  84%.  This  success  can  be  built  on  and 
coverage  can  be  increased  through  a  combination  of  incentives, 
such  as,  a  return  to  free  market  principles  and  reforms  of 
current  law  supplemented  with  a  new  reliance  on  non-employment 
based  insurance  purchasing.  Those  changes,  by  their  very 
nature,  are  incremental,  but  taken  together  represent  a 
persuasive  and  comprehensive  approach  to  ensure  that  a 
significant     number     of     Americans     are     covered     by  health 
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insurance . 

Rapidly  rising  medical  costs  and  the  steps  employers  have 
taken  to  try  to  control  them  have  led  to  increasing  middle- 
class  fear  of  losing  health  insurance  coverage.  NFIB  members 
share  this  fear.  They  are  deeply  concerned  that  they  will  not 
be  able  to  continue  to  provide  health  insurance  coverage  for 
their  employees  and  their  own  families. 

It  was  a  middle-class  fear  that  reared  its  head  last 
November  in  Pennsylvania,  and  it  is  middle-class  fear  that 
shows  up  in  almost  every  poll  taken.  In  fact,  middle-class 
fear  has  replaced  access  for  the  uninsured  as  the  driving 
force  behind  health  care  reform,  and  it  is  the  reason  why  new 
proposals  are  being  advanced. 

There  has  been  a  growing  consensus  that  past  government 
actions  have  thrown  both  the  health  care  and  health  insurance 
marketplaces  into  turmoil.  While  there  remain  strong 
differences  of  opinion  on  how  to  deal  with  health  care  and 
access  for  the  uninsured,  there  appears  to  be  broad  agreement 
on  the  steps  that  need  to  be  taken  to  correct  the  health 
insurance  market.  From  100  percent  deductibility  for  the 
self-employed  to  insurance  market  reforms  and  from  preemption 
of  state  mandates  to  small  business  insurance  purchasing 
groups,  there  is  agreement.  Whether  someone  calls  these 
changes  "a  first  step,"  a  "down  payment  on  reform"  or  an 
"incremental  solution,"  they  need  to  be  made  now,  in  1992, 
before  the  102nd  Congress  adjourns. 

For  some  time,  these  needed  and  agreed  upon  reforms  have 
been  held  hostage  by  those  who  believe  that  they  should  only 
be  included  as  part  of  a  larger,  more  comprehensive  solution. 
If  they  are  enacted  by  themselves,  so  the  argument  goes,  the 
momentum  for  a  more  radical  solution  diminishes,  indefinitely 
putting  off  comprehensive  reforms.  Therefore,  these  changes 
need  to  be  held  back,  as  hostages,  to  extract  business 
community  or  moderate  support  for  the  more  radical  approach. 

The  problem  with  this  argument  is  that  none  of  the  so- 
called  comprehensive  or  universal  solutions  on  either  the  left 
or  the  right,  from  a  single  payer  system  to  complete 
individual  responsibility,  have  any  chance  of  being  enacted 
and  signed  into  law  anytime  soon.  The  opposing  forces  are 
firm  in  their  beliefs  and  politically  potent.  Therefore,  none 
of  these  more  grandiose  solutions  can  be  enacted  until  the 
political  debate  is  over.  However,  the  business  community, 
particularly  the  small  business  community,  cannot  wait  that 
long.  The  status  quo  is  no  longer  acceptable. 

Public  policy  makers  must  address  two  basic  problems  in 
reforming  the  health  care  system.  First,  the  exorbitant  cost 
of  providing  health  insurance,  which  has  literally  created  a 
barrier  to  businesses  seeking  to  offer  health  insurance  for 

the  first  time;  and  second,  the  rising  costs  of  current 
coverage  which  jeopardizes  the  continuation  of  the  same  level 
of  benefits  or  coverage  at  all.  The  spiraling  costs  of  health 
care  must  be  contained;  without  it  there  can  be  no  discussion 
of  providing  coverage  for  the  uninsured. 

COMPARISON  OF  S.    1872  AND  H.R.  3626 

Tax  Deduction  for  the  Self-Employed 

*  S.  1872,  H.R.  3626,  and  H.R.  1565  provide  an  increase  in 
the  self-employed  deduction  to  100%  for  health  insurance 
costs,  while  H.R.  2121  does  not. 

We  appreciate  that  the  majority  of  bills  addressing  small 
market  reform  recognize  that  the  self-employed  business  owner 
should  have  the  same  tax  deduction  for  health  insurance  as  big 
business  does.  If  we  level  the  playing  field  by  equalizing 
costs  for  both,  many  of  the  4.8  million  uninsured,  self- 
employed  would  purchase  health  insurance  not  only  for 
themselves,  but  also  for  their  estimated  4.6  million 
employees.  With  this  simple  act  of  parity,  increasing  the 
deduction  for  health  insurance  premiums  for  the  self-employed 
from  25  to  100  percent,  a  significant  portion  of  the  problem 
of  the  uninsured  can  be  addressed. 
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Insurance  Reform 

*  All  of  the  bills  that  we  are  discussing  today  provide 
guaranteed  renewability  and  portability.  However,  H.R. 
3626  and  H.R.   2121  do  not  guarantee  availability. 

1.  Renewability  and  Portability 

Instability  in  the  health  insurance  market  for  small 
business  owners  has  resulted  in  higher  premiums  and  less 
coverage  than  for  the  rest  of  the  business  community.  Many 
cannot  find  insurance,  and  those  that  can,  worry  that  they 
will  not  be  able  to  afford  it  in  six  months.  The  insurance 
market  reforms  in  these  bills  should  stabilize  the  health 
insurance  marketplace  for  small  firms  by  guaranteeing 
renewability  —  limiting  the  variation  in  premium  increase  and 
prohibiting  discrimination  based  on  health  status  —  and 
portability  —  limiting  the  preexisting  condition  exclusion. 

Even  the  Congressional  Budget  Office  concurs  that  "if 
insurance  market  reform  proposals  were  to  be  implemented,  such 
as  guaranteed  renewability,  accessibility,  and  af f ordability , 
insurance  would  be  more  available  to  and  more  affordable  for 
individuals  and  small  groups." 


2.  Guaranteed  Availability  and  Aff ordability 

S.  1872  and  H.R.  1565  come  the  closest  to  guaranteeing 
the  availability  and  aff ordability  of  basic,  although  not 
bare-bones,  health  care  insurance  to  small  employees.  H.R. 
3626  and  H.R.  2121  neglect  this  vital  ingredient.  They  do  not 
preempt  state  mandates,  do  not  permit  self-insuring,  do  not 
establish  a  plan  for  ensuring  that  affordable  health  insurance 
policies  be  offered  to  small  business  owners,  and  do  not 
preempt  state  managed  care  laws. 

State  Mandates 

*        S.  1872  and  H.R.  1565  preempt  state  mandates,  H.R.  3626 
and  H.R.   2121  do  not. 

State  health  insurance  mandates  —  ranging  from  herbal 
medicine  care,  to  invitro-fertilization,  to  chiropractic  care, 
to  smoking  cessation  —  cumulatively  can  raise  the  cost  of 
health  insurance  for  small  businesses  and  individuals  by  more 
than  30%.  They  also  have  a  proven  impact  on  increasing 
utilization  and  medical  inflation,  especially  preventive  care 
benefits. 

While  we  are  aware  that  preventative  medicine  is 
effective  for  the  early  diagnosis  and  treatment  of  diseases, 
the  argument  that  more  preventive  health  care  will  lower 
health  expenditures  depends  on  what  type  of  preventive 
benefits  are  covered.  Cost  savings  have  been  realized  for  such 
services  as  immunizations,  prenatal  care,  and  faaily  planning. 
However,  according  to  the  Congressional  Budget  Office  (CBO), 
"screening  and  early  detection  programs  for  chronic 
diseases .. .may  raise  rather  than  lower  total  health 
expenditures" . 

The  preemption  of  state  mandates  will  allow  the  insurance 
industry  to  design  and  market  affordable  health  insurance 
policies.  These  policies  would  be  designed  to  be  mass 
marketed,  at  a  lower  cost,  to  cover  basic  medical  and 
catastrophic  needs.  A  lower  cost  plan  would  have  great  appeal 
to  firms  that  currently  do  not  offer  health  insurance 
coverage . 


Preemption  only  for  Small  Business 

NFIB  prefers  the  complete  preemption  of  state  mandated 
coverage.  The  ultimate  goal  of  insurance  market  reform  should 
be  the  freedom  for  an  insurer  to  design  a  basic  or  essential 
care  package  that  can  be  marketed  and  sold  throughout  the 
nation.  For  example,  insurers  could  advertise  to  NFIB's 
500,000  members  in  all  50  states  (one  in  every  nine  employers 
in  the  United  States)  through  our  magazine.  As  long  as  state 
and/or  federal  legislative  or  regulatory  schemes  prevent  mass 
marketing  plans,  and  therefore,  maximum  savings  for  smaller 
firms,   we  believe   that   they  are   counterproductive   to  sound 
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public  policy. 

Small  Business  Purchasing  Groups 

*  S.  1872  permits  small  businesses  to  form  purchasing 
groups,  H.R.  3626  prohibits  self-insuring,  and  the  other 
bills  do  not  address  the  issue. 

Experiments  with  purchasing  groups  that,  in  effect,  allow 
small  firms  to  band  together  and  self-insure  have  proven  to  be 
a  very  effective  way  of  providing  affordable  and  manageable 
health  care  coverage.  These  groups  reduce  the  costs  of 
coverage  to  a  level  that  many  Main  Street  size  firms  can 
afford.  Done  properly,  they  not  only  side-step  state  mandates 
and  premium  taxes,  but  also  cut  administrative  and  medical 
costs . 

Minimum  Standard  Packages 

*  H.R.  1565  is  the  only  bill  that  preempts  all  state 
benefit  mandates.  H.R.  3626  requires  that  a  basic  benefit 
package  include  well-baby  care  and  unlimited  hospital 
coverage  for  children;  H.R.  2121  requires  that  a  basic 
benefit  package  include  those  benefits  offered  under 
Medicare  Part  A  and  B;  and  S.  1872,  requires 
inpatient/outpatient  hospital  care,  physician  services, 
emergency  services  and  preventive  benefits. 

NFIB  is  strongly  opposed  to  federally  mandated  standard 
benefits.  Setting  a  minimum  standard  benefit  package  will  only 
hamper  the  ability  of  small  businesses  to  purchase  them.  The 
key  to  finding  a  solution  for  small  firms  is  lowering  the  cost 
of  a  policy  to  the  point  where  it  is  truly  affordable.  While 
NFIB  would  prefer  to  have  the  design  decision  completely  in 
the  hands  of  insurers,  such  as  in  H.R.  1565,  the  basic  plan 
options  in  S.  1872  seem  to  be  a  workable  compromise. 

Rating  Practices 

S.  1872  bases  small  group  premiums  on  rating  bands 
allowing  for  a  20  percent  variance  between  blocks  of  business 
and  not  more  than  1.5  times  the  lowest  premium  for  the  first 
three  years  within  the  business  block.  H.R.  3626  and  H.R. 
1565  base  small  group  premiums  on  average  community  costs  with 
a  25  percent  variance  for  age,  and  sex  and  a  20  percent 
variance  between  blocks  of  business.  H.R.  2121  uses  pure 
community  rating. 

NFIB  recommends  the  standardization  of  rating  practices. 
Small  groups  should  be  rated  and  charged  premiums  on  the  same 
basis  as  a  larger  business  and  should  have  the  same 
predictability  in  premium  increases.  Through  our  surveys, 
NFIB  has  found  that  the  inability  to  predict  future  premium 
costs   keeps  a   great  many   small   firms   out   of   the  insurance 

market. 

Rating  bands  appear  to  be  a  workable  compromise  between 
the  current,  unacceptable  system  of  underwriting  and  a  return 
to  community  rating,  which  insurers  oppose.  We  believe  that 
loose  bands,  which  the  industry  favors,  could  work  against 
small  firms.  At  this  time  carefully  crafted  rating  bands  seem 
to  be  a  reasonable  approach  until  the  issue  has  been  studied 
more  closely. 

Definitions 

Small  Business 

NFIB  appreciates  Chairman  Rostenkowski ' s  effort  to  expand 
the  scope  of  small  business  market  reforms  to  encompass  firms 
with  two  to  fifty  employees.  Unfortunately,  this  still  leaves 
one  person  firms  —  the  owner  —  out  in  the  cold.  NFIB 
realizes  that  there  are  significant  problems,  such  as  adverse 
selection,  in  covering  one-person  firms,  but  we  urge  the 
committee  to  explore  ways  to  include  this  group  of  business 
owners  • 
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Eligible  Employee 

H.R.  2121  and  S.  1872  define  an  eligible  employee  as  one  ' 
who  works  at  least  30  hours,  while  H.R.  1565  requires  25  hours 

and     H.R.     3626     requires     only     17.5     hours     of     work     for  I 

qualification.  j 

NFIB  supports  S.  1872's  definition  of  an  eligible  i 
employee  i 

Medicare  Reimbursement 

H.R.  3626  permits  any  purchaser  to  pay  providers  at  the 
Department    of    Health    and    Human    Services    (HHS)  developed 

payment  rates  based  on  Medicare  methodologies,  while  S.  1872  i 

requires   a    study   from  HHS   on   the    feasibility   of    requiring  | 

health  insurers  to  offer  plans  making  payments  under  Medicare  j 

rules.  I 

NFIB  believes  that  this  issue  should  be  studied.  j 

Administrative  Cost  Savings  j 

H.R.     3626    establishes    a    National    Health    Care  Cost 
Containment     Commission     to     develop     uniform     claims     and  I 
reporting.  S.  1872  also  sets  up  a  Health  Care  Cost  Containment 
Commission  which  will   study  administrative  costs.   H.R.  1565 
and  H.R.   2121  do  not  address  the  issue. 

If  the  administrative  costs  could  be  reduced,  the  savings 
could  be  passed  along  to  small  businesses.  We  need  to  reduce 

the  amount  of  paperwork  flowing  through  the  health  care 
system.  We  need  to  establish  a  uniform  claims  system  for  both 
private  and  public  payers,  which  includes  Medicare  and 
Medicaid.   This  will  save  millions  in  administrative  costs. 

Additions  foe  Consideration 

Medical  Malpractice  Reform 

NFIB  strongly  urges  the  Committee  to   include  effective  ' 

medical  malpractice  tort  reform  in  whatever  vehicle  is  brought  j 
to  the  floor.  Reforms  such  as  elimination  of  the  collateral 

source     rule,      establishment     of     a     uniform     statute     of  I 

limitations,  caps  on  damages,  as  well  as  the  use  of  practice  j 

guidelines   as   a   defense  would   not   only   reduce   malpractice  ! 

premiums    and    doctors'    fees    but    would    curb    the    expensive  i 

practice  of  defensive  medicine.  Without  action  in  this  area,  | 

there  is  little  hope  of  curtailing  the  practice  of  expensive  i 

defensive    medicine    or    of    reducing    the    exorbitant    medical  j 

malpractice  insurance  rates  practioners  must  now  pay.  [ 


Consumer  Information 

Health  services  research,  consumer  information,  and 
education  will  help  curb  medical  inflation.  Providing 
information  to  consumers  induces  competition  and  aids  small 
business  owners  (who  themselves  are  the  benefits  managers  and 
administrators)  to  be  better  informed  in  choosing  plans.  Even 
the  Congressional  Budget  Office  believes  that  "giving 
consumers  the  information  they  need  to  make  more  informed 
decisions  might  enhance  both  the  quality  and  cost- 
effectiveness  of  care." 

Providing  information  would  instill  accountability  in  the 
system  and  make  deceptive  or  aggressive  rating  practices  and 
defensive  medicine  less  likely  to  occur.  Health  care  providers 
and  their  patients  must  be  educated  to  understand  that  more 
does  not  necessarily  translate  into  better,  and  expensive  does 
not  necessarily  connote  quality.  Patients  must  be  encouraged 
to  question  providers'   fees  and  practices. 

NFIB  recommends  providing  beneficiaries  with  information 
on  provider  fees,  treatment  protocols  and  quality  of  care. 
Patients  should  be  able  to  select  and  refuse  treatment. 
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COBRA 

NFIB  recommends  that  COBRA  be  reformed  to  reduce  its 
negative  impact  on  providing  health  insurance  to  current 
employees.  Studies  indicate  that  the  cost  of  administering  the  a 
COBRA  beneficiary  health  insurance  plan  greatly  exceeds  the  cost 
of  the  psreaaxum  pl'is  2%.  The  average  cost  is  estimated  to  be  an 
additional  51%,  with  many  beneficiaries  costing  the  former 
employer  a  great  deal  more. 

It  has  come  to  our  attention  that  many  NFIB  members  receive 
COBRA  premium  checks  not  from  the  individual  beneficiary  but 
rather  from  the  new  employer,  which  many  times  is  a  competitor. 
This  situation  clearly  defeats  the  transition  purpose  COBRA  was 
intended  to  serve. 

The  notice  and  look-back  requirements  of  COBRA  are  extremely 
burdensome  on  a  smaller  business.  Many  times,  an  insurance 
carrier  requires  the  employer  to  pay  the  COBRA  premium  prior  to 
an  election  being  made  which  results  in  a  cash  flow  problem.  The 
look-back  provisions  encourage  adverse  selection  which  have  a 
serious  impact  on  current  employee  premiums. 


Conclusion 

NFIB  Strongly  believes  that  any  small  market  reform  bill 
must  effectively  addresses  the  most  critical  problems  facing 
small  business  owners  today,   the  availability  and  cost  of  health 
insurance.  Many  of  the  provisions  in  S.  1872  and  H.R.   3626  will 
help  stabilize  the  small  business  health  insurance  market  and 
make  affordable  insurance  choices  available  to  small  business 
owners.     They  will  equalize  tax  treatment  among  different  types 
and  forms  of  businesses  and  provide  real  incentives  to  small 
business  owners  to  purchase  health  insurance  for  themselves  and 
their  employees.     In  addition,  they  begin  the  process  of 
addressing  the  problem  of  medical  cost  containment. 

NFIB  commends  Chairman  Stark  and  others  for  holding  hearings 
to  address  the  health  care  crisis.  This  is  a  difficult  time  for 
small  businesses  across  this  country.  Small  business  owners  need 
relief  from  the  rapidly  escalating  health  care  costs  not  only  for 
employees  but  for  employers  and  their  dependents.  No  one  can 
afford  to  wait  out  the  political  debate,  action  —  relief  must 
come  now. 

NFIB  urges  this  Committee  to  expedite  passage  of  legislation 
that  provides  100%  deductibility  of  health  care  premiums  for 
small  businesses;  preempts  state  mandates;  preempts  state  anti- 
managed  care  laws;  allows  small  businesses  to  band  together  to 
self-insure;   reforms  malpractice  laws;  and  increases  consumer 
awareness . 

The  status  quo  in  health  care  is  no  longer  acceptable  to  the 
business  community.  American  small  business  needs  relief  now,  in 
1992.     We  urge  this  Committee  to  explore  areas  of  agreement  with 
the  Administration  and  move  legislation  that  can  be  signed  into 
law  before  the  102nd  Congress  adjourns.  Thank  you. 
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Chairman  Stark.  Thank  you  very  much. 
Mr.  Kushner. 

STATEMENT  OF  GARY  KUSHNER,  CHAIR,  LEGISLATIVE  COMMIT- 
TEE,  NATIONAL  SMALL  BUSINESS  UNITED,  AND  PRESIDENT, 
KUSHNER  &  CO.,  KALAMAZOO,  MI 

Mr.  Kushner.  Thank  you  Mr.  Chairman,  members  of  the  sub- 
committee. I  am  Gary  Kushner.  I  run  a  national  employee  benefits 
consulting  firm  in  Kalamazoo,  MI.  I  am  here  representing  National 
Small  Business  United,  NSBU,  where  I  chair  their  legislative  com- 
mittee. I  am  also  chair  of  the  Small  Business  Association  of  Michi- 
gan, a  member  of  NSBU. 

We  appreciate  your  holding  this  hearing  regarding  the  incremen- 
tal insurance  reform  proposals  that  are  being  debated.  Small 
market  reform  is  a  difficult  and  dangerous  proposition,  yet  it  is 
painfully  necessary.  Too  much  insurance  reform  in  the  wrong  di- 
rection will  dramatically  raise  premiums  forcing  many  small  busi- 
nesses to  drop  their  insurance.  It  can  also  drive  insurers  out  of  the 
small  market  altogether. 

On  the  other  hand,  if  nothing  is  done,  millions  of  those  who  most 
need  insurance  will  continue  to  go  without  it,  and  small  businesses 
will  go  on  facing  the  Hobson's  choice  of  paying  insurance  rates 
they  can  afford  or  else  breaking  the  bank  to  insure  their  high-risk 
employees. 

Essentially,  small  market  insurance  reform  redistributes  health 
care  costs  within  the  small  business  community — taking  from  the 
healthy  and  giving  to  the  sick — or  taking  from  businesses  with 
healthy  employees  to  give  to  those  with  sick  employees.  There  is 
absolutely  nothing  wrong  with  this  idea.  It  is  supposed  to  be  what 
insurance  is  all  about:  spreading  risk.  But  we  need  to  spread  this 
risk  across  all  of  society  and  not  just  around  the  small  business 
community. 

In  fact,  there  is  a  danger  that  small  market  reform  could  allow 
too  much  risk  into  the  small  group  market  without  providing  an 
adequate  base  across  which  to  spread  that  risk  and  without  provid- 
ing for  adequate  cost  containment.  If  this  happens,  the  health  in- 
surance picture  for  many  small  businesses  could  worsen  and  create 
a  small  business  backlash  against  the  very  reforms  which  were  de- 
signed to  help  them.  Neither  we  nor  you  would  like  to  see  another 
section  89-like  catastrophe. 

Having  faced  up  to  these  difficult  choices,  NSBU  favors  a  com- 
prehensive approach  to  health  care  reform  which  would  address  all 
of  the  important  areas  of  concern  at  once — rather  than  worsening 
one  problem  to  improve  another.  In  terms  of  insurance  reform,  our 
key  is  a  requirement  that  all  individuals  be  covered  by  a  health 
plan;  this  requirement  allows  broad-based  reform  to  spread  risk  eq- 
uitably and  avoid  adverse  selection  problems. 

The  primary  danger  of  small  market  insurance  reform  is  that 
the  resulting  rise  in  premiums  will  cause  some  people  to  leave  cov- 
erage, primarily  the  young  and  healthy.  One  option  for  keeping 
these  people  enrolled  in  an  insurance  program  is  to  offer  them  a 
bare  bones  insurance  package  more  closely  fitting  their  own  needs. 
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Otherwise,  the  choice  is  between  expensive  insurance  or  no  in- 
surance. Keeping  these  healthy  people  enrolled  in  some  sort  of  in- 
surance program  will  ultimately  keep  insurance  premiums  down 
for  others. 

Another  warning  about  small  market  reform  is  that  it  will  do 
little  to  draw  small  businesses  that  currently  do  not  offer  insur- 
ance into  offering  it,  except  for  those  excluded  for  health  reasons. 
Since  insurance  reform  will  almost  surely  drive  premiums  up  to 
sorne  degree,  there  will  be  a  smaller  chance  these  businesses  will 
begin  to  offer  coverage.  However,  a  lower  cost  tier  of  coverage 
might  provide  an  avenue  for  many  of  these  primarily  very  small 
businesses  to  enter  the  insurance  market. 

The  Rostenkowski  bill  applies  to  businesses  with  2  to  50  full-time 
employees,  while  the  Johnson  bill  applies  to  businesses  with  25 
full-time  employees.  On  the  upper  end,  the  differences  are  not  as 
great  as  they  seem  since  Mr.  Rostenkowski  defines  a  full-time  em- 
ployee as  an  individual  working  more  than  17.5  hours  per  week, 
while  the  Johnson  bill  defines  a  full-time  employee  as  an  individ- 
ual working  more  than  30  hours  per  week. 

But  on  the  low  end,  the  difference  between  two  and  three  em- 
ployees could  be  substantial.  It  is  our  sense  that  the  smallest  em- 
ployers are  having  the  most  difficulty  with  underwriting  and 
rating  problems,  so  every  effort  should  be  made  to  cover  these  busi- 
nesses. 

In  either  case,  the  insurance  reforms  have  forgotten  about  indi- 
viduals and  the  one-person  businesses  that  make  up  such  a  large 
block  of  businesses  and  the  uninsured  community.  One  study  sug- 
gested the  number  of  self-employed  self-insured  could  top  9  million. 
A  requirement  that  everyone  be  covered  could  allow  us  to  extend 
the  insurance  reform  to  these  groups  without  sending  premiums 
through  the  roof.  We  once  again  ask  for  consideration  of  that 
option. 

While  there  are  many  pieces  to  support  in  the  incremental 
reform  bills — a  few  of  which  should  be  avoided — there  are  also 
pieces  that  should  be  included  that  have  not  been,  primarily  in  the 
cost  control  area.  The  small  group  insurance  reforms  being  pro- 
posed will  further  raise  the  already  disproportionately  high  premi- 
ums being  paid  by  small  employers. 

It  is,  therefore,  necessary  to  explore  all  options  which  may  help 
to  bring  these  costs  under  control. 

I  want  to  thank  you  again  for  holding  these  hearings,  to  solicit 
our  input  on  this  difficult  and  complex  issue.  I  hope  any  incremen- 
tal reform  bill  that  passes  will  be  a  reasonable  and  well  thought- 
out  approach.  We  can  then  move  forward  to  discuss  systemic 
reform  which  removes  the  distortions  in  our  current  system,  re- 
duces costs,  spreads  risk,  maintains  our  high  levels  of  quality,  and 
provides  access  for  all  to  a  vibrant  and  competitive  health  care 
marketplace. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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Statement  of  Gary  Kushner 
before  the  Subcommittee  on  Health  of  the 
U.  S.  House  Committee  on  Ways  and  Means 
Regarding  Health  Insurance  Reform  Legislation 
on  behalf  of  National  Small  Business  United 

March  12,  1992 


Mr.  Chairman  and  Members  of  the  Subcommittee: 


Good  morning.  My  name  is  Gary  Kushner;  I  run  an  employee  benefits  consulting  firm 
in  Kalamazoo,  Michigan,  and  I  am  here  today  representing  National  Small  Business  United 
(NSBU),  where  I  chair  the  Legislative  Committee.  I  am  also  Chair  of  the  Small  Business 
Association  of  Michigan,  which  is  a  member  of  NSBU. 

National  Small  Business  United  is  the  oldest  trade  association  exclusively  representing 
small  businesses  in  this  country-for  over  50  years  now.  NSBU  is  a  volunteer-driven  association 
of  small  businesses  from  across  the  country,  founded  from  a  1986  merger  of  the  National  Small 
Business  Association  and  Small  Business  United.  NSBU  serves  over  60,000  individual 
companies  with  members  in  each  of  the  50  states,  as  well  as  local,  state,  and  regional 
associations.  The  top  priority  for  NSBU  during  the  last  several  years  has  been  fundamental 
health  care  reform. 

We  appreciate  your  holding  this  hearing  regarding  a  few  of  the  more  important 
incremental  health  insurance  reform  proposals  that  are  being  debated.  Small  market  reform  is 
a  very  difficult  and  potentially  dangerous  proposition;  yet  it  is  also  painfully  necessary.  Too 
much  insurance  reform  in  the  wrong  direction  will  dramatically  raise  premiums,  forcing  many 
small  businesses  to  drop  their  insurance;  it  could  also  drive  insurers  out  of  the  small  group 
market  altogether.  On  the  other  hand,  if  nothing  is  done,  millions  of  those  who  most  need 
insurance  will  continue  to  go  without  it,  and  small  businesses  will  go  on  facing  the  Hobson's 
choice  of  paying  insurance  rates  they  can  afford  or  breaking  the  bank  to  insure  their  high-risk 
employees  (for  those  businesses  that  are  offered  that  choice).  Essentially,  small  market 
insurance  reform  redistributes  health  care  costs  within  the  small  business  community-taking 
from  the  healthy  and  giving  to  the  sick  (or  taking  from  businesses  with  healthy  employees  to 
give  to  those  with  sick  employees).  There  is  absolutely  nothing  wrong  with  this  idea;  it  is 
supposed  to  be  what  insurance  is  all  about:  spreading  risk.  But  we  need  to  spread  this  risk 
across  all  of  society,  and  not  just  around  the  small  business  community. 

In  fact,  there  is  a  danger  that  small  market  reform  could  allow  too  much  risk  into  the ' 
small  group  market  without  providing  an  adequate  base  across  which  to  spread  that  risk  and 
without  providing  for  adequate  cost  containment.  If  this  happens,  the  health  insurance  picture 
for  many  small  businesses  could  worsen  and  create  a  small  business  backlash  against  the  very 
reforms  which  were  designed  to  help  them.  Neither  we  nor  you  need  another  Section  89-like 
catastrophe. 

A  critical  flaw  exists  in  the  small  group  reform  proposals,  in  that  they  only  affect  the 
small  group  market  (as  defined  in  the  legislation).  Many  of  the  problems  in  today's  insurance 
market  can  be  traced  back  to  the  ERISA  preemption  which  allows  big  businesses  to  self-insure. 
This  self-insurance  takes  these  companies  out  of  the  insurance  market  and  exacerbates  problems 
of  market  segmentation  (rather  than  extending  the  preemption  to  small  businesses  as  well). 
Now,  small  group  reform  comes  along  and  once  again  carves  out  a  part  of  the  market  in  order 
to  set  up  special  rules  for  it.  These  reforms  could  make  the  situation  even  worse  for  those  who 
fall  outside  their  bounds.  Insurance  reform  should  be  as  broad-based  as  possible  and  not  rely 
on  arbitrary  numbers  of  employees. 
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This  caveat  applies  especially  to  the  self-employed  and  individuals  who  need  coverage. 
Insurance  reform  for  employer  groups  only  once  again  focuses  us  on  the  employer-based  system 
to  which  we  need  to  begin  to  develop  alternatives.  While  an  employment-based  system  works 
well  for  most  members  of  society,  there  are  many  that  it  will  never  serve  well.  So,  NSBU 
believes  that  we  need  to  begin  to  reform  our  health  care  system  so  that  it  focuses  on  the  needs 
and  responsibilities  of  individuals.  Unfortunately,  incremental  reform  proposals  can  do  little  to 
address  these  needs. 


The  NSBU  Proposal 

Having  faced  up  to  these  difficult  choices,  NSBU  favors  a  comprehensive  approach  to 
health  care  reform  (an  outline  of  our  proposal  is  attached),  which  would  address  all  of  the 
important  areas  of  concern  at  once-rather  than  worsening  one  problem  in  order  to  improve 
another.  In  terms  of  insurance  reform,  our  key  is  a  requirement  that  all  individuals  be  covered 
by  a  health  plan;  this  requirement  allows  broad-based  reform  to  spread  risk  equitably  and  avoid 
adverse  selection  problems.  Basically,  NSBU  favors:  1)  an  individual  mandate  to  address  access 
problems  and  to  allow  broad-based  insurance  reform;  2)  generous  federal  subsidies  for  low- 
income  Americans  to  enable  them  to  afford  this  coverage;  and  3)  rigorous  cost  containment 
strategies  to  reduce  price  escalation  and  make  health  care  affordable  while  maintaining  quality 
through  the  collection  and  dissemination  of  outcomes  data. 

The  question  before  us  today,  however,  is  not  how  to  create  a  totally  new  health  care 
system;  it  is  how  to  make  the  one  we  currently  have  somewhat  better  for  most  small  businesses 
without  making  it  much  worse  for  other  small  businesses.  Many  are  suggesting  that  incremental 
reform  be  addressed  before  systemic  reform  because  the  issues  are  more  simple  and  less 
divisive-because  consensus  will  be  easier  to  leach.  In  political  terms,  this  analysis  is  correct; 
an  incremental  bill  could  certainly  be  passed.  Substantively,  however,  small  market  insurance 
reform  poses  huge  problems,  rivaling  those  posed  by  systemic  reform. 

We  leave  the  technical  analysis  of  the  various  approaches  (and  their  quantifiable  real- 
world  effects)  to  our  colleagues  at  the  American  Academy  of  Actuaries  (AAA)  and  the  National 
Association  of  Insurance  Commissioners  (NAIC).  However,  we  do  have  some  specific 
comments  on  the  approaches  taken  in  the  Rostenkowski,  Stark,  and  Johnson  bills. 


The  Basic  Package 

First,  there  is  the  question  of  a  basic  package  of  benefits.  All  three  bills  narrowly 
preempt  state  mandates  if  the  defined  federal  package  is  offered.  The  Johnson  bill  (H.R.  1565) 
does  not  specifically  define  this  package  of  benefits,  but  leaves  it  up  to  recommendations  by  the 
NAIC,  and  the  Stark  bill  (H.R.  2121)  requires  a  fairly  comprehensive  package  with  deductible 
limits  of  up  to  $500  per  individual.  The  Rostenkowski  bill  (H.R.  3626)  prescribes  a  fairly 
generous  package,  with  a  maximum  deductible  of  $250  for  an  individual.  In  order  to  maximize 
the  benefits  for  small  businesses,  a  federal  basic  package  which  would  preempt  state  mandates 
should  be  less  rich  than  the  one  described  by  H.R.  3626;  or,  at  least,  a  less  rich  package  (or 
packages)  should  also  be  offered. 

The  primary  danger  of  insurance  reform  is  that  the  resulting  rise  in  premiums  will  cause 
some  people  to  leave  coverage,  primarily  the  young  and  healthy.  One  option  for  keeping  these 
people  enrolled  in  an  insurance  program  is  to  offer  them  a  "barebones"  insurance  package  which 
more  closely  fits  their  own  needs.  Otherwise,  the  choice  is  between  expensive  insurance  or  no 
insurance.  Keeping  these  healthy  people  enrolled  in  some  sort  of  insurance  program  will 
ultimately  keep  insurance  premiums  down  for  others.  Another  warning  about  small  market 
reform  is  that  it  will  do  little  to  draw  small  businesses  that  currently  do  not  offer  insurance  into 
offering  it  (except  for  those  that  are  excluded  for  health  reasons).  Since  insurance  reform  will 
almost  surely  drive  premiums  up  to  some  degree,  there  will  be  an  even  smaller  chance  that  these 
businesses  will  begin  to  offer  coverage.  However,  a  lower  cost  tier  of  coverage  might  provide 
an  avenue  for  many  of  these  (primarily  very  small)  businesses  to  enter  the  insurance  market. 
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Both  the  Stark  and  Rostenkowski  benefits  packages  allow  no  deductibles  or  co-pays  for 
in-patient  services  for  children.  While  the  goal  of  these  provisions  may  be  laudable,  it  should 
be  recognized  that  many  employers  can  barely  afford  to  provide  insurance  for  their  employees 
and  do  not  provide  insurance  to  dependents  at  all  (or  with  higher  rates  of  cost  sharing).  The 
elimination  of  deductibles  and  co-pays  for  children  (except  for  the  very  young)  will  drive  up  the 
cost  of  family  coverage,  and  work  to  raise  the  uninsured  rate  among  children-which  NSBU  does 
not  support  and  is  counter  to  the  spirit  of  this  provision. 


Rating  and  Renewals 

The  Johnson  and  Rostenkowski  bills  address  rating  in  similar  ways.  Neither  bill  would 
allow  the  "Index  Rate"  for  a  block  of  business  to  vary  from  that  of  another  block  of  business 
by  more  than  20  percent.  The  two  bills  define  the  "Index  Rate"  somewhat  differently,  so  that 
the  Rostenkowski  bill  actually  has  a  somewhat  tighter  band-which  means  more  uniform  (and 
probably  higher)  rates.  Both  bills  also  go  a  step  further  and  guarantee  that  no  individual 
premium  shall  vary  by  more  than  25%  from  the  index  rate  of  the  block.  The  approach  set  out 
by  these  bills  is  probably  a  fairly  reasonable  one,  though  we  will  leave  it  to  our  professional 
colleagues  to  help  us  define  the  ultimate  premium  trade-offs  of  tighter  rating  bands.  The  Stark 
bill,  on  the  other  hand,  requires  community  rating  without  variation  and  explicitly  bans 
underwriting  and  individual  rating.  While  we  might  endorse  this  approach  in  the  context  of  a 
systemic  proposal  which  takes  care  of  adverse  selection  problems,  in  an  incremental  bill  it  is 
simply  too  expensive  for  th6se  small  businesses  currently  providing  insurance-as  well  as  for 
those  who  are  not. 

All  three  proposals  guarantee  the  renewability  of  policies,  unless  the  insurer  has  decided 
to  end  all  small  group  insurance  in  the  state  or  the  employer  has  been  malfeasant  in  some  way. 
Wisely,  the  proposals  ban  insurers  from  a  state  for  five  years  once  they  have  decided  to 
terminate  small  group  underwriting.  This  requirement  will  prevent  insurers  from  moving  in  and 
out  of  states  in  an  effort  to  control  their  risk. 

In  terms  of  annual  premium  increases,  the  Rostenkowski  approach  would  allow  a  rate  of 
increase  no  more  than  five  percent  greater  than  the  rate  of  increase  in  the  base  rate  (the  most 
actuarially  favored  rate).  The  Johnson  bill  looks  to  the  NAIC  for  direction  in  this  area,  and  the 
Stark  bill  does  not  address  the  issue,  apparently  because  it  is  a  moot  point  under  its  community 
rated  system.  The  Rostenkowski  approach  (and  presumably  the  Johnson  approach,  in  the  end) 
for  limiting  the  rate  of  increase  on  individual  premiums  (though  not  in  the  aggregate)  clearly 
makes  sense  if  the  goal  is  to  spread  costs  more  evenly  and  prevent  bad  risks  from  being 
systematically  priced  out  of  the  market. 


Pre-Existing  Conditions 

All  three  bills  put  strict  limits  on  pre-exiting  condition  exclusions.  The  Rostenkowski 
approach  limits  the  exclusions  to  a  maximum  of  six  months,  unless  the  individual  has  been 
continuously  covered;  for  each  month  of  continuous  coverage,  the  six-month  maximum  exclusion 
is  reduced  by  one  month.  The  Johnson  bill  limits  exclusions  to  one  year,  but  only  in  cases 
where  the  condition  existed  within  the  last  six  months,  and  coverage  was  not  continuous  (60-day 
look-back).  To  know  which  of  these  two  approaches  opens  up  access  the  most  in  exchange  for 
the  resulting  premium  increase,  we  look  to  the  AAA  and  the  NAIC  again  for  input;  either 
approach  looks  reasonable  to  us.  The  Stark  bill  simply  does  not  allow  pre-existing  condition 
exclusions  because  it  does  not  allow  underwriting.  As  we  have  said  before,  any  such  approach 
would  be  prohibitively  expensive  without  universal  participation  in  the  system.  Also,  flat 
insurance  rates  provide  rewards  or  incentives  for  individuals  to  live  healthy  lives. 
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Eligible  Employees  and  Group  Size 

The  Rostenkowski  bill  applies  to  businesses  with  2-50  full-time  employees,  while  the 
Johnson  bill  applies  to  businesses  with  3-25  full-time  employees  (both  count  the  self-employed 
as  an  employee).  On  the  upper  end,  the  differences  are  not  as  great  as  they  seem,  since  Mr. 
Rostenkowski  defines  a  full-time  employee  as  an  individual  working  more  than  17.5  hours  per 
week,  while  the  Johnson  bill  defines  a  full-time  employee  as  an  individual  working  more  than 
30  hours  per  week.  But  on  the  low  end,  the  difference  between  two  and  three  employees  could 
be  substantial,  especially  if  individuals  working  17.5-30  hours  per  week  are  excluded  from  the 
calculation.  It  is  our  sense  that  the  smallest  employers  are  having  the  most  difficulty  with 
underwriting  and  rating  problems,  so  every  effort  should  be  made  to  cover  these  businesses. 
If  the  actuaries  tell  us  that  adjustments  need  to  be  made  elsewhere  in  the  reform  package 
(whether  in  pre-existing  condition  exclusions  or  in  rating  bands)  in  order  to  extend  the  reforms 
to  these  smaller  businesses,  then  you  should  consider  those  adjustments.  But  we  cannot  forget 
those  most  in  need  of  reform. 

In  either  case,  the  insurance  reforms  have  forgotten  about  individuals  and  the  one-person 
businesses  that  make  up  such  a  large  block  of  the  small  business-and  the  uninsured-community. 
One  study  has  suggested  that  the  number  of  self-employed  uninsured  could  top  nine  million.  A 
requirement  that  everyone  be  covered  would  allow  us  to  extend  the  insurance  reforms  to  these 
groups  without  sending  premiums  through  the  roof.  We  once  again  ask  that  you  consider  such 
an  option. 


Other  Provisions 

While  the  Stark  bill  sticks  mainly  to  insurance  reform,  the  Rostenkowski  and  Johnson 
bills  go  beyond  to  include  other  provisions  to  reform  the  health  care  system.  Most  significantly, 
both  look  to  the  tax  code  to  assist  the  self-employed  via  raising  the  deductibility  for  their  health 
insurance  premiums  to  100  percent,  rather  than  the  current  25%  deduction.  This  is  a  change 
which  should  be  made  with  haste,  as  it  is  one  of  the  few  changes  which  has  almost  universal 
support  as  a  beneficial  and  equitable  reform.  The  only  criticism  is  that  both  of  these  bills  puts 
off  raising  the  deduction  for  three  or  four  years,  while  this  additional  assistance  is  needed 
immediately. 

The  Rostenkowski  approach  allows  small  groups  to  pay  Medicare  rates  as  a  method  of 
cost  containment.  Though  the  NSBU  Board  has  not  yet  taken  an  official  position  on  this  issue, 
we  are  not  yet  convinced  that  setting  Medicare  rates  for  the  small  group  market  is  an  appropriate 
response  to  the  challenges  of  cost  control.  First,  it  is  highly  likely  that  these  lower  rates  for  the 
small  group  market-as  defined  by  the  respective  bills-will  cause  an  even  greater  cost-shift  to 
larger  groups  (including  many  small  and  medium-sized  businesses  which  fall  just  outside  the 
bounds  of  reform,  on  both  ends)  and  to  individual  policies.  The  cost-shifting  problem  is  at  the 
root  of  many  of  the  problems  in  the  current  system;  any  reform  bill  that  passes  at  this  point 
should  seek  to  solve  problems,  rather  than  create  new  ones.  And,  we  are  certainly  not 
convinced  that  Medicare  has  yet  found  an  appropriate  formula  for  determining  reimbursement 
levels.  Another  idea  is  to  cap  rates,  rather  than  set  them,  to  allow  competition  under  the  caps, 
yet  have  some  controls  on  the  system.  Appropriately  set,  caps  could  enhance  competition  in  the 
health  care  market,  while  rate  setting  would  only  destroy  it. 

The  Johnson  bill  sets  up  a  requirement  that  all  employers  make  insurance  available  to 
their  employees,  though  the  business  would  be  under  no  obligation  to  pay  any  part  of  the 
premiums.  Though  we  understand  that  Representative  Johnson  is  simply  trying  to  provide  access 
to  the  small  group  reforms  for  those  who  would  otherwise  be  subject  to  the  unreformed 
individual  insurance  market,  we  think  that  such  an  employer  mandate  is  a  bad  idea,  for  several 
reasons.  The  first  and  most  obvious  reason  is  that  it  is  simply  the  beginning  push  in  a  long  slide 
toward  a  system  that  will  require  employer  payments  for  this  insurance,  which  will  continue  to 
grow.  In  addition,  this  requirement  further  perpetuates  our  reliance  and  focus  on  the  employer 
as  the  best  and  most  appropriate  provider  of  insurance  at  a  time  when  we  need  a  greater  focus 
on  individual  responsibility  and  empowerment  in  the  health  care  market.    The  Johnson 
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requirement  on  employers  does  not  provide  the  proper  framework  for  ultimate  systemic  reform 
and  takes  us  further  away  from  where  we  will  ultimately  need  to  be. 


Other  Needed  Reforms 

While  there  are  many  pieces  to  support  in  the  incremental  reform  bills—and  a  few  which 
should  be  avoided-there  are  also  some  pieces  that  should  be  included  which  have  not  been, 
primarily  in  the  cost  control  area.  The  small  group  insurance  reforms  being  proposed  will 
further  raise  the  already  disproportionately  high  premiums  being  paid  by  small  employers.  So, 
it  is  necessary  to  explore  all  options  which  may  help  to  bring  these  costs  under  control.  By 
definition,  sweeping  cost  containment  is  not  possible  in  an  incremental  approach,  but  we  think 
there  are  more  things  which  could  be  done  to  help  cut  some  costs— until  Washington  is  prepared 
to  deal  with  systemic  reform. 

First,  mandatory  disclosure  rules  could  be  imposed  upon  providers  which  would  force 
them  to  disclose  the  full  costs  of  care  up-front,  where  possible.  Such  disclosure  would  improve 
the  ability  of  health  care  consumers  to  make  economical  choices  and  even  to  shop  around  for 
care.  The  other  piece  which  would  easily  fit  into  an  incremental  framework  is  a  universal 
insurance  claim  form,  along  with  standardized  billing  procedures.  This  standardization  could 
help  make  a  real  start  in  reducing  the  high  administrative  costs  in  our  current  system.  We 
should  also  begin  now  to  move  toward  a  computerized  system  where  all  individuals  will  have 
a  card  which  allows  them  access  to  the  system  and  gives  providers  all  necessary  information 
about  medical  history  and  third-party  coverage.  In  the  other  house.  Senator  Bond  has  proposed 
a  bill  and  is  considering  amendments  which  would  address  this  move  towards  more  sophisticated 
administration. 

I  want  to  thank  you  again  for  holding  these  hearings  to  solicit  our  input  on  this  very 
difficult  and  complex  issue.  I  hope  that  any  incremental  reform  bill  that  passes  will  be  a 
reasonable  and  well  thought  out  approach.  We  can  then  move  forward  to  discuss  systemic 
reform  which  removes  the  distortions  in  our  current  system,  reduces  costs,  spreads  risk, 
maintains  our  high  levels  of  quality,  and  provides  access  for  all  to  a  vibrant  and  competitive 
health  care  marketplace.  National  Small  Business  United  stands  ready  to  do  whatever  is 
necessary  to  move  us  in  the  direction  of  such  reform.  Thank  you  very  much. 
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Chairman  Stark.  Thank  you  both. 

Mr.  McGeady,  you  represent  an  interesting  anecdote  in  your 
company.  You  have  pieces  of  a  variety  of  systems.  For  example, 
half  or  part  of  your  hospital  side  of  your  costs,  which  you  self- 
insure,  are  controlled  under  what,  in  my  opinion,  is  one  of  the  best 
in  the  country,  the  Maryland  hospital  system,  an  all-payer  system. 
In  other  words,  you  pay  the  same  rates  for  your  employees  when 
they  go  to  the  hospital  as  the  largest  insurance  group  or  the  poor- 
est person  in  Maryland  because  at  that  hospital,  those  rates  have 
been  set  through  negotiation. 

If  we  can  do  that  for  the  doctors  and  for  pharmaceuticals,  you 
would  have  a  complete  cost  containment  S3^stem,  but  you  are  kind 
of  ''one-shoe-off  and  one-shoe-on." 

The  one  thing  you  do  not — and  I  guess  I  would  ask  how  you  feel 
about  this — is  that — and  I  don't  have  any  idea  whether  your  em- 
ployees are  old,  young,  or  average.  Let  us  just  say  for  a  minute,  as 
I  illustrated  earlier,  that  they  are  all  very  young,  all  in  their  twen- 
ties. It  is  conceivable  self-insurance  could  be  far  less  expensive  for 
you  until  you  have  been  in  business  20  more  years  and  these  20- 
year-olds  are  40  and  50  and  arguably  their  costs  go  up  very  much. 
At  which  point  you  might  say,  I  guess  I  will  have  to  give  this  up 
and  have  them  go  on  the  public  system,  if  there  is  one  by  then. 

Does  it  make  sense  to  you  if  you  have  a  self-insured  plan,  there 
should  be  some  minimum  contribution  to  a  trust  fund,  be  it  public 
or  private,  that  would  allow  that  portability?  So  if  somebody  leaves 
your  employ,  and  they  happen  to  be  quite  elderly,  they  might  not 
be  able  to  get  insurance  in  another  plan,  but  had  there  been  some 
contribution  to  a  trust  fund,  it  would  even  it  out.  In  other  words, 
the  portability  will  cost  you  something.  I  am  going  to  ask  you  if 
you  would  be  willing  to  pay  that? 

Mr.  McGeady.  Mr.  Chairman,  two  things:  The  short  answer  to 
your  question  is,  yes,  we  would  be  willing  to  accept  an  incremental 
increase  in  our  costs  for  very  selfish  reasons.  A  lot  of  our  competi- 
tors don't  provide  any  insurance  at  all,  and  that  puts  us  at  a  com- 
petitive disadvantage. 

Second,  in  Maryland,  even  though  we  have  the  uniform  hospital 
costs,  there  is  still  substantial  cost  transfer  occurring.  Even  though 
the  costs  are  level,  or  the  bills  are  ostensibly  level,  third-party 
payers  are  paying  a  disproportionate  share  of  those  costs  because 
the  cost  is  zero  for  a  lot  of  payers. 

Chairman  Stark.  They  have  no  money  so  they  are  in  the  system 
free.  So  you  are  picking  up  that  cost;  right? 

Mr.  McGeady.  That  is  correct.  The  cost  transfer  aspect  is  still 
very  much  alive. 

With  respect  to  portability  and/ or  a  trust  fund,  private  or  public, 
I  think  it  would  work.  It  is  working  in  a  lot  of  other  areas.  The 
workmen's  compensation  area  comes  to  mind,  where  there  is  a 
pool,  if  you  will,  for  either  the  uninsured  or  bad  risks.  On  the  Fed- 
eral harbor  worker  and  longshore  side,  there  is  an  assignment  pool. 
Both  of  those  kinds  of  activities  would  work.  So  the  answer  is  yes. 

Chairman  Stark.  Next  question  is  to  help  us  out  of  a  dilemma. 
Mr.  Kushner  suggested  that  basically  we  have  to  get  everybody  in 
the  system  or  the  cost  shifting  will  continue.  And  there  is  enough 
money  being  spent  in  this  country  to  take  everybody  into  the 
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system.  But  if  you  believe  that  is  correct,  as  I  do,  $800  billion  ought 
to  be  enough. 

There  will  still  be  winners  and  losers,  as  we  have  heard  de- 
scribed earlier.  We  have  heard  it  described  in  these  insurance 
banding  plans,  some  premiums  will  go  up,  some  will  go  down.  Mr. 
Kushner  might  have  to  pay  something  into  a  trust  fund,  or  Mr. 
McGeady  might,  or  we  might  save  some  money,  if  there  was  some 
kind  of  a  national  plan  available,  or  if  the  uncompensated  care  in 
Maryland  was  passed  on  to  all  employers  rateably. 

Those  who  have  to  pay  a  little  more — here  is  my  problem — the 
NFIB  probably  is  a  political  force,  particularly  in  the  South,  second 
only  to  the  Elvis  Presley  Fan  Club  in  its  pressure  that  can  be 
brought  to  bear  on  Members  of  Congress.  Among  those  people  who 
had  to  get  into  a  system,  and  let  us  say  in  our  wildest  dreams  we 
could  provide  a  barebones  minimum  plan  for  a  thousand  bucks  a 
year,  maybe.  It  is  50  cents  an  hour  on  a  2,000  hour  workyear. 

But  to  the  guy,  your  member,  who  runs  a  drycleaning  establish- 
ment or  a  service  station,  who  is  not  now  paying,  he  is  not  going  to 
be  happy.  I  am  going  to  get  that  ballot  back  from  your  members,  or 
perhaps  your  members,  and  they  are  not  going  to  be  happy  be- 
cause— I  know  because  I  just  fought  against  the  increase  in  mini- 
mum wage.  How  do  we  get  you  all  when  the  time  comes  for  us  all 
to  say  there  will  be  some  increases  in  cost  and  there  are  going — 
prices  will  save  a  lot  of  money,  but  we  cannot  get  that  back  from 
them,  how  do  we  get  you  guys  on  board  to  help  us  sell  the  plan? 

Mr.  McGeady.  In  a  couple  of  ways.  Number  one,  over  70  percent 
of  NFIB  members,  currently  provide  medical  insurance  to  their 
employees  at  one  level  or  another.  Therefore,  I  would  expect  that 
there  would  possibly  be  a  mild  backlash,  but  not  much  of  one.  That 
is  speculation  on  my  part,  not  an  official  position.  One. 

Two:  If  you  couple  increased  access  with  strong  efforts  to  control 
costs  and  control  some  of  the  more  egregious  practices  that  we  are 
all  aware  of  in  the  health  care  industry,  I  think  you  will  have  a 
preponderance,  I  know  you  will  have  a  preponderance  of  NFIB 
members  signing  on.  I  think  there  is  absolutely  no  doubt,  if  they 
can  be  shown,  as  business  people,  that  they  are  going  to  get  a 
better  bang  for  their  buck,  that  in  almost  every  instance,  I  would 
have  to  say,  that  small  business  persons  want  to  offer  health  insur- 
ance to  their  employees.  It  would  literally  put  them  out  of  busi- 
ness. 

In  our  company  health  insurance,  even  with  our  cost  contain- 
ment measures,  is  the  single  highest  line  item  other  than  direct 
wages.  Higher  than  liability  insurance,  higher  than  Workmen's 
Compensation  insurance,  higher  than  any  other  expenditure, 
except  for  direct  wages. 

Chairman  Stark.  Mr.  Kushner,  we  are  having  a  problem  in  your 
State  with  the  United  Auto  Workers,  as  somebody  indicated.  My 
constituents  at  home.  They  get  their  insurance  free  now.  So  I  am 
going  to  tell  them,  fellas,  you  have  to  pay  a  thousand  bucks  a  year 
more,  and  they  are  going  to  say.  Stark,  you  are  nuts,  we  already 
got  that  free.  I  say,  don't  worry,  Lee  lacoccoa  will  save  500  bucks  at 
Chrysler  and  he  is  going  to  raise  your  wages.  And  they  will  say, 
now,  we  know  you  are  crazy.  Stark,  we  will  never  vote  for  you 
again. 
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How  do  you  help  us  get  this  problem  solved? 

Mr.  KusHNER.  I  believe  if  you  had  a  comprehensive  systemic 
reform  of  health  care,  will  there  be  winners  and  losers?  Absolutely. 
But,  in  fact,  since  we  are  all  players  in  one  regard  or  another, 
many  of  us  can  offer  in  a  comprehensive  approach  tradeoffs. 

For  example,  within  the  medical  community  we  have,  there  is  a 
human  cry  for  medical  malpractice  reform  and  tort  reform.  In  ex- 
change for  that,  perhaps  there  can  be  practical  protocols  imple- 
mented, and,  thereby,  you  have  an  example  of  a  tradeoff  within  the 
system.  So,  in  fact,  there  may  not  be  necessarily  winners  and  losers 
overall. 

I  would  argue  from  a  small  business  perspective.  Over  80  percent 
of  our  members  also  offer  health  insurance  to  all  of  their  workers 
and  dependents,  but  because  we  are,  if  you  will,  at  the  bottom  of 
the  cost  shift  waterfall,  from  a  financial  standpoint,  the  biggest 
loser  financially  in  this  would  be  the  Federal  and  State  Govern- 
ments because  they  are  currently  paying  the  least  amount  of 
money  for  health  care  through  their  medicare  and  medicaid  pro- 
grams. 

From  a  small  business  perspective,  we  are  shackled,  to  begin 
with,  with  these  higher  costs,  and  then  shackled  again  with,  for  in- 
stance, not  allowing  the  ERISA  preemption  to  extend  to  us  to  avoid 
many  of  the  State  mandates  that  some  of  which  may  be  very  cost- 
effective,  others,  we  heard  earlier  today  we  know  are  very  noncost 
effective. 

I  would  argue  that  cost  control  needs  to  be  key  here.  I  would 
agree  with  your  assumption  that  $80  billion,  that  is  a  pretty  big 
number  these  days. 

Chairman  Stark.  $800  billion. 

Mr.  KusHNER.  Excuse  me,  I  left  a  zero  out,  but  it  is  only  a  zero. 
That  $800  billion  in  spending  on  health  care,  almost  13  percent  of 
GNP,  that  there  are  probably  enough  dollars  in  the  system  already 
to  be  able  to  offer  universal  access  to  all  of  our  citizens,  with  some 
basic  level  of  coverage.  Some  catastrophic,  perhaps,  but  some  level 
of  coverage. 

Chairman  Stark.  Think  of  another  name  for  it,  will  you? 

Mr.  McGeady.  Mr.  Chairman,  following  up  on  what  Mr.  Kushner 
said,  by  using  the  buzz  words  consumer  choice  versus  play-or-pay, 
the  consumer  choice  would  work.  Most  of  the  consumers  would 
choose  to  band  together  through  their  employer's  group.  Few  might 
not  for  good  and  sufficient  reason,  however  they  would  be  free  to 
go  to  the  individual  or  open  enrollment  area. 

Chairman  Stark.  There  is  no  problem  with  that,  as  long  as  we 
don't  allow  cherry  picking. 

Mr.  McGeady.  Correct. 

Chairman  Stark.  Even  for  those  of  you  who  self-insure.  You 
would  have  to  play  by  the  rules  because  in  your  self-insurance 
plan,  we  could  not  allow  you  to  take  your  diabetics  and  your  hyper- 
tension employees  and  say,  OK,  you  guys  go  out  into  this  other 
public  or  other  private  plan. 

Mr.  McGeady.  But,  Mr.  Chairman,  interestingly  enough,  the  law 
forces  us  to  do  that  now,  particularly  with  an  employee  over  65. 

Mr.  Kushner.  Actually,  on  all  of  their  employees,  they  are  going 
to  be  forced  under  Tax  Code  section  1058  when  they  self-insure. 
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If  I  could  also  address  one  of  the  previous  questions  on  portabil- 
ity. The  Congress  has  assisted  us  in  that  regard  as  well,  because 
through  the  enactment  of  the  COBRA  health  care  continuation, 
businesses  do,  in  fact,  subsidize  dramatically  those  others  who 
leave  a  job  and,  either  through  their  next  employment  or  through 
no  further  employment,  cannot  receive  health  care  coverage. 

There  is  an  extremely  high  subsidization  by  us,  so  maybe  we  are 
not  paying  dollars  into  a  trust  fund  but  are  just  paying  it  directly 
into  the  system. 

Mr.  McGeady.  That  is  a  good  point.  It  is  being  done  now  within 
certain  limits. 

Chairman  Stark.  I  would  like  to  recognize  Mrs.  Johnson,  who 
has  joined  us,  and  I  am  sure  she  has  had  a  chance  to  review  your 
testimony,  and  you  may  wish  to  make  a  comment  or  inquiry  at  this 
point. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

I  am  sorry  that  I  missed  your  oral  testimony,  but  I  did  review 
your  testimony,  and  I  appreciate  the  Chairman  holding  this  hear- 
ing today,  though  it  has  happened  to  fall  on  a  day  when  another 
committee  on  which  I  serve  is  coming  to  the  floor  with  an  impor- 
tant report  and,  therefore,  I  have  not  been  present  as  much  as  I 
had  planned  to  and  would  have  liked  to. 

Let  me  ask  you  a  fairly  technical  question,  Mr.  Kushner.  In  your 
testimony,  you  mention  the  various  definitions  of  small  employer 
based  on  group  size  and  hours  worked.  In  H.R.  1556,  we  use  3  to  25 
employees  working  30  hours.  In  H.R.  3626,  they  use  2  to  50  employ- 
ees working  17.5  hours.  Would  you  elaborate  on  the  significance  of 
these  factors  relative  to  the  cost  of  reform  for  employers,  and,  you 
know,  possibly  how  you  would  see  addressing  these  issues  perhaps 
over  a  period  of  time? 

Mr.  Kushner.  Well,  I  think  we  have  to  look  more  at  the  low  end 
of  the  scale  than  necessarily  at  the  higher  end.  As  we  heard  earlier 
this  morning,  there  are  a  number  of  businesses,  even  down  to  as 
few  as  10  employees,  that  are  being  able  to  enact  their  own  solu- 
tions through  partial  self-funding  and  exempt  themselves  from 
State  mandates  and  premium  taxes  and  so  on. 

If  you  look  at  the  smaller  end,  the  one,  two,  three  on  up  groups 
of  employers,  they  are  the  ones  who  are  hurting  the  most  and  they 
are  hurting  in  two  ways.  One  is  through,  if  you  will,  the  experience 
rating  and  the  tremendous  percentage  impact  that  any  one  individ- 
ual employee  with  dependents'  health  claims  in  a  given  year  would 
impact  upon  the  group.  And  there  are  many  small  businesses  that 
we  do  consulting  with  who  have  faced  a  terrible  Hobson's  choice  of 
either  having  to  tell  an  employee  or  their  dependent  they  cannot 
have  coverage,  in  order  to  maintain  coverage  for  the  rest  of  the 
group  or  dropping  coverage  for  the  group  in  its  entirety.  And  no 
business,  no  person,  should  have  to  make  that  kind  of  a  decision. 

The  concern  I  would  have  between  the  hour  requirement,  the 
definition  of  a  full-time  employee,  I  am  not  sure  there  are  many 
small  businesses  or  any  businesses  that  would  define  full  time  as 
17  V2  hours.  I  think  the  rest  of  the  Nation,  most  people  think  of  full 
time  as  probably  30  or  more  hours.  From  a  cost  standpoint,  clearly, 
limiting  in  that  regard  would  be  much  more  beneficial  overall. 
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We  have  to  be  careful  to  differentiate,  though,  cost  from  price, 
and  other  parts  of  my  testimony  really  get  into  how  do  we  do  cost 
control  systemwide  so  that  the,  if  you  will,  there  is,  in  fact,  that 
distinction. 

Mrs.  Johnson.  Of  course,  if  we  could  cost  control  sufficiently,  the 
price  would  be  low  enough  so  that  you  would  be  willing  to  cover 
the  17  V2  hour  person  

Mr.  KusHNER.  Absolutely. 

Mrs.  Johnson  [continuing].  As  well  as  the  other  person.  It  is  cer- 
tainly true  the  problem  is  most  severe  with  the  two-,  three-,  and 
four-employee  company.  But  it  also  can  be  very  severe  up  to  25, 
and  in  some  instances,  up  to  50.  It  does  appear  to  me  that  most 
businesses  between  25  and  50  do  have  access  to  insurance. 

I  personally  think  it  is  very  important  to  allow  whatever  we  do 
for  the  smaller  group  to  be  available  to  others  so  that  companies 
that  are  really  paying  beyond  their  ability  to  support  their  health 
care  system  will  have  someplace  to  go  rather  than  just  developing 
benefits. 

Mr.  KusHNER.  I  would  agree  and  extend  that  argument  into  the 
big  business  sector  and  that  would  be  part  of  the  reason  for  a  call 
for  strengthening  the  ERISA  preemption,  that  the  advantages 
available  to  big  business  ought  to  be  available  to  small  businesses 
as  well. 

Mrs.  Johnson.  We  effectively  do  that,  both  in  my  bill  and  in  Sen- 
ator Bentsen's  bill. 
Mr.  KusHNER.  Correct. 

Mrs.  Johnson.  That  assures  that  there  will  be  some  portion  of 
that  health  care  market  that  will  be  competing  on  an  equal  basis 
outside  of  the  mandate  system. 

Mr.  KusHNER.  We  thank  you  for  that,  yes. 

Mrs.  Johnson.  In  terms  of  cost  control,  I  think  it  is  very  impor- 
tant to  have  that  market  out  there  so  we  can  see  what  the  differ- 
ence is. 

Mr.  McGeady.  Mrs.  Johnson,  I  would  suggest  that  well  construct- 
ed community  rating  would  eliminate  that  question  entirely.  Mean- 
ing that. 

Mrs.  Johnson.  How? 

Mr.  McGeady.  In  the  sense  that  everyone  in  a  given  area  would 
have  access  to  at  least  basic  health  care  in  a  relatively  narrow  rate 
range. 

Mrs.  Johnson.  I  am  concerned,  though,  as  you  narrow  the  rate 
range  you  increase  the  costs  for  the  majority.  The  closer  you  move 
toward  community  rating,  the  larger  number  of  people  experience 
a  premium  increase  as  opposed  to  the  number  that  would  experi- 
ence a  premium  decrease. 

Mr.  McGeady.  This  is  the  winner-loser  discussion. 

Mrs.  Johnson.  But  the  losers  are  much  greater  than  the  winners 
at  the  community  rated  level. 

Mr.  McGeady.  The  losers  are,  in  all  likelihood,  very  small  incre- 
mental losers.  I  suggest  that  that  could  be  an  either  zero  level  or  so 
small  that  it  doesn't  make  any  difference.  If  we,  in  fact,  attack  the 
other  side  of  the  equation,  costs  are  absolutely  out  of  control. 

Mrs.  Johnson.  So  what  you  are  really  proposing  is  that  we  move 
to  more— that  perhaps  we  reduce  the  rate  swings.  For  instance,  in 
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my  bill  and  Bentsen's  bill,  there  are  constraints  on  rate  variations. 
We  could  narrow  those  constraints  over  time,  assuming  that  our 
costs  control  policies  were  going  to  have  more  and  more  effect.  In 
other  words,  as  we  get  a  better  handle  on  costs,  we  could  legiti- 
mately reduce  the  rate  swing. 

Mr.  McGeady.  That  is  correct,  because  of  the  cost.  Using  my 
town  Baltimore  as  an  example,  the  cost  in  Baltimore  of  a  CAB 
times  four  ought  to  be  the  same  regardless  of  who  is  paying  the 
bill,  and  there  are  currently  1,500  payers  of  that  bill.  It  ought  to  be 
the  same  for  all  of  them. 

Mrs.  Johnson.  I  am  very  concerned  about  our  going  too  close, 
moving  too  rapidly  toward  community  rating  until  we  see  that 
some  of  our  cost  control  policies  have  an  effect. 

I  think  many  of  the  cost  control  policies  we  are  talking  about, 
unless  several  of  them  are  adopted  simultaneously,  for  example, 
malpractice  reform,  I  think,  is  critical  to  the  effectiveness  of  a 
number  of  other  policies,  though  alone  it  will  not  drop  costs  dra- 
matically. But  there  are  a  number  of  factors  that  combined  will  so 
change  the  motivation  within  the  system  and  the  buying  practices 
that  they  will  have  a  profound  impact  on  cost. 

I  do  feel  a  responsibility  not  to  constrain  rates  too  soon,  before 
we  have  got  cost  control  in  place  and  can  see  it  is  working. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Thank  you  very  much,  and  I  want  to  thank  the 
panel.  You  have  been  very  helpful.  I  appreciate  the  witnesses'  con- 
tribution today.  The  committee  will  recess. 

[Whereupon,  at  12:10  p.m.,  the  hearing  was  adjourned.] 

[Submissions  for  the  record  follow:] 
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AMERICAN  MEDICAL  ASSOCIATION 

to  the 

SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 


"The  Opportunity  for  Private  Health  Insurance  Reform" 


March  12,  1992 


There  is  wide  agreement  that  health  insurance  reform  is  necessary.  A 
similar  set  of  insurance  reform  measures  is  included  in  health  reform 
proposals  from  across  the  political  and  philosophical  spectrum,  including 
the  AMA's  plan  for  a  comprehensive  restructuring  of  this  nation's  current 
health  care  system  —  Health  Access  America.    We  urge  the  Subcommittee  on 
Health,  and  Congress,  to  act  on  this  consensus  and  pursue  quickly  reform 
of  the  private  health  insurance  system. 

Insurance  reform  can  provide  immediate  relief  to  many  Americans  now 
locked  out  of  the  health  insurance  system  or  locked  into  unproductive 
employment  situations  because  the  insurance  system  fails  to  guarantee 
that  insurance  will  do  what  it  is  generally  expected  to  do  —  spread 
health  risks  among  as  wide  a  population  of  people  as  necessary  to 
adequately  fund  health  care  coverage  for  a  varied  population.  Instead, 
health  insurance  increasingly  takes  steps  to  limit  its  risk  by  refusing 
to  cover  those  who  need  insurance  the  most.    This  practice  must  and  can 
be  ended. 

AMA's  Insurance  Reform  Proposals 

The  AMA  calls  for  all  employees  to  be  provided  health  coverage  through 
their  employers.    To  require  this  of  employers,  however,  reform  of  the 
health  insurance  market  is  necessary  so  that  the  availability  of 
reasonably  priced  insurance  that  offers  employees  levels  of  protection 
they  need  is  guaranteed. 

Significantly,  the  AMA's  own  plan  for  health  insurance  reform  mirrors,  to 
a  large  extent,  some  of  the  essential  measures  contained  in  the  three 
bills  under  consideration  by  the  Subcommittee  —  Chairman  Stark's  "Health 
Insurance  Reform  Act  of  1991"  (HR  2121),  the  "Health  Equity  and  Access 
Reform  Today  Act  of  1991"  (HR  1565)  introduced  by  Representative  Johnson, 
and  Ways  and  Means  Chairman  Rostenkowski ' s  "Health  Insurance  Reform  and 
Cost  Control  Act  of  1991"  (HR  3626). 

The  AMA's  plan  calls  for  the  following  reform  measures  to  be  taken  so 
that  insurance  will  spread  risk  among  as  many  individuals  as  possible: 

•  prohibit  pre-existing  condition  exclusions; 

•  eliminate  waiting  periods  for  employees  changing  jobs;  and 

•  limit  health  insurance  premiums  charged  small  businesses  to  a 
small  percentage  more  than  the  per  capita  average  across  all 
group  insurance  sold  in  the  same  or  actuarially  equivalent 
community  for  the  same  benefit  package  during  the  preceding  three 
months. 

Then,  to  help  make  insurance  more  affordable,  the  AMA  believes  that  state 
mandated-benefit  laws,  which  drive  the  cost  of  basic  health  insurance 
beyond  the  reach  of  many  small  companies  and  individuals,  must  be 
preempted  to  make  minimum  benefits  packages  affordable.    And  to  provide 
fairness,  the  self-employed  should  be  given  the  same  permanent  100 
percent  deduction  for  the  costs  of  health  insurance  that  employer 
businesses  are  now  given. 
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To  the  extent  these  measures  are  offered  in  the  legislation  being 
considered  by  the  Subcommittee,  the  AMA  supports  them  and  urges  their 
quick  passage  into  law. 

Specific  Legislative  Proposals 

Each  of  the  legislative  proposals  under  consideration  by  the  Subcommittee 
share  our  basic  goal  of  improving  access  to  the  health  insurance  market. 
However,  there  are  other  measures  in  these  bills  that  we  do  not  believe 
would  aid  in  improving  access  to  affordable,  quality  health  care. 

Expansion  of  Medicare  payment  methodologies  —  We  are  greatly  concerned 
with  Qiairman  Rostenkowski ' s  inclusion  in  HR  3626  of  provisions  that 
would  allow  any  purchaser  of  health  care  services  unilaterally  and 
without  negotiation  to  provide  full  payment  for  services  at  Medicare-like 
rates  established  by  the  Secretary  of  Health  and  Human  Services  using 
Medicare  methodologies.    It  is  one  thing  for  the  federal  government  to 
determine  how  it  will  reimburse  providers  accepting  payment  under  federal 
programs.    It  is  completely  different  and  a  dangerous  leap  for  the 
federal  government  to  dictate  the  price  of  a  private  contractual 
arrangement  between  a  health  care  provider  and  an  individual. 

Further,  the  Medicare  payment  program  is  in  a  delicate  time  of 
transition.    The  AMA  has  fully  involved  itself  in  working  with  Congress 
and  the  Administration  to  redevelop  the  Medicare  reimbursement  system 
through  the  use  of  a  resource-based  relative  value  scale  (RBRVS).  After 
only  three  months  of  experience  with  RBRVS,  difficulties  in  its 
implementation  still  need  to  be  worked  out.    We  will  not  know  the  effects 
of  this  revolutionary  change  for  some  years.    Qiairman  Stark  and  other 
members  of  this  Subcommittee  from  both  parties  have  been  leaders  in 
assuring  that  RBRVS  is  allowed  to  be  implemented  as  envisioned,  without 
changes.    An  attempt  to  allow  any  payor  of  health  care  services  to  use 
this  reimbursement  system  would  severely  threaten  the  cooperative  efforts 
of  physicians.  Congress,  and  the  Administration  that  are  still  needed  to 
bring  reform  to  the  program. 

Finally,  it  is  well  recognized  that  Medicare  pays  below  market  rates  for 
many  services.    Often,  decisions  on  increases  in  payment  rates  are  made 
within  the  constraints  of  federal  budget  targets.    The  wide  use  of  these 
arbitrarily  administered  rates  in  the  private  sector  would  only 
exacerbate  the  kinds  of  problems  represented  in  the  cost-shifting  now 
found  as  a  result  of  inequities  in  the  Medicare  program. 

Tax  penalties  to  encourage  managed  care  and  low-cost  plans  —  We  also  are 
concerned  with  provisions  in  Representative  Johnson's  bill  that 
inappropriately  favor  one  kind  of  health  care  delivery  system  over 
others.     If  HR  1565  were  enacted,  an  employer  would  be  charged  a  tax 
penalty  equaling  25%  of  the  cost  of  any  health  benefit  plan  offered  by 
the  employer  that  is  not  a  managed  care  plan  or  not  a  plan  that  limits  an 
employee's  cost  of  coverage  to  $160  a  month  and  the  employer's  to  $300 
for  each  employee.    Also,  the  self-employed  would  be  allowed  the  same  tax 
deduction  benefit  for  health  insurance  premiums  that  employers  receive 
only  if  the  plans  they  purchase  are  for  managed  care. 

Obviously,  the  effect  of  these  provisions  would  be  to  ensure  that  this 
nation's  only  health  care  delivery  system  would  be  managed  care,  at  least 
for  the  vast  majority  of  non-wealthy  Americans  who  could  not  afford  the 
extra  25%  penalty  that  non-managed  care  providers  would  be  forced  to  pass 
on  to  patients.    The  AMA  is  not  opposed  to  managed  care.    In  fact,  we 
support  managed  care  in  a  pluralistic  system  where  individuals  have  the 
full  range  of  information  about  the  choices  they  make. 

Purchasers  of  insurance  plans  compare  the  cost  of  managed  care  and  the 
quality  they  provide  with  other  delivery  systems.    If  managed  care  were 
effectively  the  only  choice,  from  where  would  the  competition  come? 
Without  competition,  what  would  provide  the  impetus  for  managed  care 
systems  to  control  their  costs?   The  same  questions  can  be  asked  about 
quality.    Without  the  firmly  protected  opportunity  to  choose  between 
health  care  delivery  systems,  individuals  may  have  no  way  out  of  an 
abusive  system,  no  ability  to  use  competition  to  ensure  quality  care. 
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In  a  health  care  system  offering  choice,  managed  care  has  proven  to  be  an 
attractive  alternative.    We  do  not  know  if  managed  care  would  be  as 
attractive  if  it  is  the  only  choice  health  care  consumers  can  make. 

Managed  care/utilization  review  provisions  —  The  AMA  believes  that  there 
is  an  appropriate  role  for  both  managed  care  and  utilization  review 
within  our  health  care  system.    Appropriate  safeguards  are  needed  to 
assure  that  physicians  practicing  in  managed  care  settings  are  able  to 
act  in  the  best  interests  of  their  patients  and  that  patients  are  able  to 
choose  from  plans  that  provide  a  sufficient  choice  of  physicians, 
procedures,  and  alternatives  so  that  their  individual  health  care  needs 
can  be  met.    Enrol  lees  must  have  prior  knowledge  of  any  restrictions  on 
their  freedom  of  choice. 

Therefore,  we  would  oppose  the  enactment  of  provisions  contained  in 
Representative  Johnson's  bill  that  would  preempt  state  laws  regulating 
managed  care  programs.    States  have  been  dealing  with  managed  care  and 
utilization  review  issues  for  years  and  have  established  safeguards  to 
deal  with  abuses  that  they  have  experienced.    Under  no  condition  should 
state  laws  be  preempted  unless  and  until  adequate  federal  standards  are 
in  place  and  shown  to  be  effective. 

Utilization  review  programs  must  be  required  to  use  physician  peer 
reviewers  in  making  negative  determinations  on  coverage  or  payment. 
Clinical  review  criteria  should  be  made  available  for  independent  review 
to  allow  determinations  of  scientific  validity  to  be  made.    Patients  need 
to  be  informed  about  incentives  and  other  provisions  in  a  plan  that  are 
designed  to  discourage  utilization  before  they  join  a  plan.  Reasonable 
limits  must  be  established  to  make  out-of-plan  utilization  a  true  option 
when  offered  under  a  plan's  terms.    Practitioners  need  safeguards  — 
through  due  process  protections  and  the  right  to  negotiate  as  a  group  — 
to  enable  them  to  be  advocates  for  their  patients  and  to  deal  on  an  equal 
footing  with  a  managed  care  plan  that  dominates  a  given  market. 

Health  care  cost  commission  —  The  AMA  does  not  support,  at  this  time, 
the  creation  of  a  health  care  cost  commission  under  Chairman 
Rostenkowski ' s  bill.    A  number  of  forums  and  institutions  are  pursuing 
cost  containment  objectives.    Various  congressional  committees,  the 
Physician  Payment  Review  Commission,  the  Prospective  Payment  Advisory 
Commission,  HHS  Secretary  Sullivan,  and  numerous  groups  in  the  private 
sector  are  developing  proposals  to  contain  costs.    The  creation  of 
another  commission  is  not  necessary  and  would  duplicate  many  efforts 
already  underway. 

Further  Reforms 

Health  insurance  reform  should  not  only  help  expand  access  to  health 
insurance  coverage,  but  also  help  guarantee  that  health  care  costs  can  be 
constrained.    To  help  ensure  that  cost  concerns  are  met,  the  AMA  urges 
the  Subcommittee  to  take  under  consideration  further  insurance  reform 
measures  not  represented  in  the  bills  under  consideration. 

We  are  concerned  that  health  insurance,  especially  as  it  has  evolved  into 
a  key  benefit  of  employment,  unnecessarily  insulates  those  involved  in 
the  health  care  system  from  the  costs  of  health  care  services.  Without 
the  pressure  of  price,  little  motivates  those  receiving  or  providing 
health  care  services  to  be  concerned  with  the  cost  of  services.    As  a 
result,  natural  controls  to  keep  costs  down  are  greatly  diminished. 
There  are  ways,  however,  that  health  insurance  can  be  offered  to  ensure 
that  the  price  of  health  care  services  is  more  widely  heeded. 

First,  every  insurer  should  be  required  to  offer  a  required  minimum 
benefits  policy.    The  wide  availability  of  such  a  policy  would  allow  many 
employers  now  unable  to  provide  their  employees  with  health  coverage  to 
do  so.    Further,  we  believe  the  minimum  benefits  policy  should  be  offered 
in  three  different  versions: 

•     a  traditional  service  benefit  policy  to  give  individuals  the 
opportunity  to  insure  fully  their  health  care  decision-making; 
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•  a  pre-paid  managed  care  policy,  through  which  individuals  can 
protect  themselves  from  the  variables  of  cost;  and 

•  a  policy  offering  a  benefit  payment  schedule,  through  which  the 
cost  of  insurance  can  be  more  manageably  pre-determined  and 
individuals  can  choose  to  take  on  a  more  active  role  in 
controlling  their  costs  by  involving  themselves  in  price 
negotiations  with  providers,  where  possible. 

In  addition,  we  believe  that  the  deduction  allowed  employers  for  the  cost 
of  health  insurance  premiums  should  be  limited.    For  example,  the  limit 
might  be  set  at  133  to  150  percent  of  the  cost  of  the  minimum  benefits 
package  in  a  geographic  area.     In  a  health  care  system  of  limited 
resources,  fairness  dictates  this  limitation.    It  is  not  right  that  the 
tax  system  provides  subsidies  for  insurance  coverage  giving  nearly 
first-dollar  coverage  to  individuals  who,  to  a  reasonable  extent,  can 
afford  to  take  some  responsibility  for  the  cost  of  health  care.  This 
policy  has  created  an  incentive  to  consume  services  beyond  need  while  far 
too  many  Americans  go  without  any  health  coverage  and  only  about  40%  of 
those  under  the  federal  poverty  level  qualify  for  health  coverage  under 
Medicaid. 

By  requiring  insurance  to  be  offered  in  this  way,  competition  in  the 
insurance  market  can  be  greatly  increased.    Both  the  cost  of  health  care 
and  the  choices  available  to  help  control  that  cost  will  be  more  directly 
placed  before  employers  and  employees.    The  AMA  is  also  calling  on  all 
health  care  providers  and  insurance  entities  to  be  required  to  make 
information  on  fees  and  prices  readily  available  to  consumers  for 
frequently  provided  services  before  they  are  provided. 

Through  these  measures,  individuals  will  have  a  stake  in  their  health 
care  decisions,  which  will  push  away  much  of  the  insulation  now  keeping 
them  from  making  cost-conscious  decisions  in  the  current  system  of 
limited  choices.    As  a  result,  providers  —  including  physicians  —  could 
be  forced  more  directly  into  containing  the  cost  of  their  services. 

Additionally,  the  AMA  would  like  to  see  the  establishment  of  reinsurance 
pools  that  all  insurance  entities,  including  self-insureds ,  would  be 
required  to  underwrite.    The  pools  would  provide  reinsurance  for  the  cost 
of  the  minimum  benefits  package  beyond  a  certain  amount  (for  example, 
$25,000)  for  each  insured  individual.    This  would  help  make  required 
employer  coverage  more  affordable,  particularly  for  small  business. 

Conclusion 

Although  there  is  not  yet  agreement  on  a  specific  way  this  nation  will 
achieve  comprehensive  health  care  reform,  it  is  encouraging  that  the 
reform  debate  has  reached  the  point  where  specific  reform  measures  that 
are  widely  agreed  upon  can  be  considered  under  a  very  real  opportunity 
for  passage  into  law.    If  the  Subcommittee  takes  advantage  of  this 
opportunity,  and  measures  are  made  into  law  that  guarantee  that  insurance 
will  spread  health  risk,  a  substantial  number  of  Americans  now  forced  out 
of  the  health  insurance  market  will  begin  to  be  able  to  find  coverage. 

We  also  urge  the  Subcommittee  to  consider  our  call  to  ensure,  through 
health  insurance  reform,  that  employers  and  individuals  are  given 
meaningful  choices  in  the  way  health  care  is  delivered.    We  not  only 
believe  that  choice  is  what  Americans  want,  with  necessary  information 
and  properly  structured  incentives  to  make  choices,  it  is  the  only  way 
that  both  universal  access  and  cost  containment  can  be  achieved.  Without 
the  competition  that  choice  provides,  there  can  be  no  guarantee  that  all 
Americans  have  the  access  to  affordable  quality  care  that  they  want  and 
deserve. 

In  enacting  effective  health  insurance  reforms,  especially  for  small 
employers,  the  Subcommittee  has  a  unique  opportunity  to  take  the  first 
consequential  step  toward  comprehensive  health  reform.    The  AMA  urges  the 
Subcommittee  to  take  that  step. 
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STATEMENT  OF  THE  AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE 


The  American  Society  of  Internal  Medicine  (ASIM),  representing  over  25,000  physicians  nationwide 
who  are  subspecialists  in  adult  medical  care,  appreciates  the  opportunity  to  submit  whtten 
comments  for  the  record  of  the  March  12  hearing  on  Private  Health  Insurance  Reform  Legislation. 
ASIM  commends  the  Committee  for  considering  legislation  to  reform  the  private  health  insurance 
industry  and  couldn't  agree  more  that  the  private  health  insurance  market  is  in  critical  need  of 
national  reform.  Specifically,  ASIM  supports  the  immediate  enactment  of  H.R.  2121,  introduced  by 
Rep.  Pete  Stark,  to  reform  the  private  health  insurance  market.   Given  the  overwhelming 
consensus  on  the  need  for  and  approach  to  reform,  this  Committee  has  a  unique  opportunity  to 
make  a  significant  improvement  in  the  affordability  and  availability  of  private  health  insurance, 
particularly  for  small  businesses  and  self-employed  individuals.  These  two  populations  have  been 
increasingly  squeezed  out  of  the  insurance  market  as  health  care  costs  have  escalated  and  as 
the  industry  has  become  more  and  more  competitive  and  increased  their  practices  of  "cherry 
picking"  and  "experience  rating". 

ASIM  strongly  supports  legislation  calling  for:  1)  limitations  on  pre-existing  condition  exclusions;  2) 
community  rating  policies;  3)  the  elimination  of  abusive  renewal  policies;  4)  guaranteed 
acceptance;  5)  full  disclosure  of  rating  and  renewal  practices;  and  6)  the  creation  of  state 
reinsurance  mechanisms.  ASIM  views  any  proposal  to  reform  the  insurance  market  as  a  part  of 
our  larger  policy  agenda  to  provide  access  to  health  insurance  to  all  Americans.  Although  the 
Insurance  market  reforms  being  debated  by  this  Committee  will  go  a  long  way  toward  addressing 
many  of  the  inequities  in  the  insurance  system,  comprehensive  reform  that  requires  employers  to 
provide  health  insurance  coverage  and  significantly  expands  the  public  program  is  necessary. 
The  incremental  reforms  being  considered  by  this  committee  should  not  be  used  to  delay 
fundamental  reform.   ASIM  does  believe,  however,  that  the  increasing  number  of  uninsured 
Americans  --  and  perhaps  even  more  so  the  rapidly  rising  number  of  underinsured  Americans  -  is 
directly  related  to  the  collapse  of  the  private  health  insurance  market.  The  collapsed  private 
insurance  market  must  be  re-built  as  quickly  as  possible.  Unnecessary  delays  in  federal  action  to 
correct  the  problems  and  abuses  in  the  private  insurance  market  will  likely  result  in  increasing 
numbers  of  un-and-underinsured  Americans  over  the  next  few  years. 

The  Collapse  of  the  Private  Health  Insurance  Market 

The  exorbitant  cost  of  health  insurance  is  the  single  most  frequently  stated  reason  that  businesses 
-  especially  small  firms  ~  do  not  provide  coverage.  Additionally,  many  businesses,  individuals 
and  families  report  that  insurance  is  not  available  at  any  price.  Others  report  that  even  when 
coverage  is  available,  insurers  are  unwilling  to  provide  coverage  for  pre-existing  health  care 
illnesses  or  injuries.  There  are  several  specific  insurance  practices  that  have  caused  widespread 
lack  of  health  care  coverage  or  underinsurance.  These  practices  include  pre-existing  condition 
exclusions,  "low-balling"  initial  premiums,  experience  rating  and  other  abusive  rating  and  renewal 
standards. 

Many  of  the  undesirable  and  problematic  insurance  practices  that  have  left  so  many  Americans 
uninsured  have  evolved  as  competition  has  escalated  in  the  industry  and  health  care  costs  have 
skyrocketed.  And,  unfortunately,  the  problem  is  likely  to  get  worse.  At  one  time,  insurers  offered 
coverage  to  their  insureds  at  about  the  same  price  to  all  purchasers.  This  rating  practice  is 
commonly  known  as  "community  rating".  In  the  1940's,  however,  as  competition  heightened  in  the 
market  and  large  companies  began  to  assert  that  it  was  unfair  that  they  had  to  subsidize  the 
health  care  premiums  of  smaller  companies,  insurers  began  to  offer  individual  group's  their  own 
rates  based  on  the  group's  use  of  health  care  services  (i.e.  "experience  rating").  Today,  insurers 
are  unwilling  to  provide  coverage  to  those  firms  they  view  as  poor  risks.  Insurers  offer  lower-than- 
average  premiums  to  capture  businesses,  industries  and  individuals  with  low  risks  (commonly 
referred  to  as  "cherry-picking")  and  refuse  to  cover  those  businesses,  industries  and  individuals 
perceived  to  be  high  risks.   Insurers  can  very  easily  offer  deep  discounts  to  businesses,  large 
and  small,  through  medical  undenwriting-a  process  by  which  insurers  can  assess  how  healthy  the 
group  is  before  they  accept  it  for  coverage.  Unfortunately,  this  rating  method  often  leads  to  very 
steep  rate  increases  (sometimes  as  high  as  200  percent)  at  time  of  renewal,  unless  the  group  can 
re-qualify  with  a  different  carrier  for  another  select  (discounted)  rate.  The  Society  believes  these 
practices  are  simply  no  longer  acceptable. 

Another  insurance  market  practice  that  has  made  it  particularly  difficult  for  employers  to  acquire 
affordable  insurance  is  experience  rating-meaning  that,  based  on  projected  utilization,  each 
employer  is  assigned  to  a  rating  tier.  The  premiums  for  employers  in  each  tier  are  a  percentage 
of  the  average  premiums  for  groups  with  similar  demographic  characteristics  in  the  entire  small 
group  pricing  pool.  Thus,  rather  than  having  healthy  subscribers  helping  to  subsidize  unhealthy 
subscribers~by  spreading  risks  across  all  subscribers-unhealthy  subscribers  must  carry  their  own 
weight.  For  employers  with  workers  who  have  health  conditions  that  incur  high  medical  costs, 
this  often  leads  to  cost-prohibitive  insurance  premiums  or  cancellation  of  coverage  entirely. 
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These  abusive  insurance  practices  are  particularly  detrimental  to  the  ability  of  small  businesses 
(e.g.  fewer  than  50  employees)  to  find  and  purchase  affordable  health  insurance  for  their 
employees.  As  can  be  expected  the  consequences  of  experience  rating  and  low-bailing  are 
magnified  for  small  businesses  if  an  employee  or  his  or  her  dependent  becomes  ill  because  they 
have  fewer  employees  to  spread  the  costs  of  care  than  larger  firms.  While  ASIM  believes  that  the 
entire  health  insurance  market  should  be  reformed,  the  Society  believes  that  reform  of  the  small 
group  insurance  market  should  be  given  priority,  if  necessary. 

The  Office  of  Technology  Assessment  estimates  that  20  percent  of  all  Americans  who  apply  for 
health  insurance  face  pre-existing  condition  limitations  resulting  in  either  increased  premiums  or 
exclusions  from  coverage  entirely.  Prohibiting  exclusions  for  pre-existing  conditions  would  help 
reduce  the  numbers  of  uninsured  and  go  a  long  way  toward  eliminating  the  problems  of 
underinsurance-thereby  closing  a  major  gap  in  the  present  insurance  system. 

ASIM's  Recommendations  for  Reforming  the  Private  Insurance  Market 

To  correct  these  abusive  insurance  practices  and  to  make  coverage  more  affordable  and  available 
to  all  businesses,  Congress  should  enact  legislation  to: 

1)  Protiibit  exclusions  for  pre-existing  conditions. 

Insurers  should  not  be  able  to  deny  coverage  for  a  specific  pre-existing  illness  to  any  individual 
trying  to  obtain  health  insurance.  This  practice  has  left  many  individuals  without  adequate 
coverage  and  should  be  discontinued.  Additionally,  the  elimination  of  pre-existing  condition 
exclusions  will  make  it  easier  for  individuals  to  change  jobs  if  they  desire  to  do  so  without  fear  of 
losing  coverage  for  a  specific  illness.  Since  prohibiting  pre-existing  conditions  could  result  in 
individuals  declining  to  obtain  health  care  coverage  until  they  are  ill,  once  the  employer  mandate 
and  the  expansion  of  the  public  program  are  fully  implemented,  all  individuals  should  be  required 
to  document  that  they  have  obtained  coverage. 

2)  Prohibit  insurers  from  establishing  premiums  based  on  tfie  claims  experience  of  an 
employer  (i.e.  ban  experience  rating).  Instead,  insurers  should  set  rates  based  on  the 
characteristics  of  an  individual  carrier's  insureds-meaning  that  all  employers  with  an 
insurance  carrier  would  be  charged  the  same  rate  or  two  rates  based  solely  on  family 
status.  As  an  interim  measure,  at  a  minimum  legislation  should  be  enacted  to 
establish  standards  limiting  annual  renewal  increases  for  small  businesses,  etc. 

The  advantages  of  community  rating  are  clear  in  that  no  one  group  must  bear  the  entire  cost  of  its 
own  health  care  which  can  be  cost  prohibitive  for  many  small  employers.  For  example,  under 
community  rating,  if  a  small  employer  has  an  employee  that  has  a  very  ill  child,  the  cost  of  the 
child's  health  care  would  not  be  borne  entirely  by  the  individual  employer  but  instead  it  would  be 
spread  over  all  employers  in  the  community  (i.e.  the  community  of  employers  insured  by  the 
insurance  company).  Additionally,  community  rating  can  reduce  some  of  the  administrative  costs 
of  insurance  because  insurance  carriers  would  not  have  the  added  costs  of  medical  underwriting 
for  each  individual  business. 

Community  rating  is  opposed  by  some  insurers  and  large  businesses  because  it  is  likely  to 
increase  premiums  to  the  healthiest  groups.  This  occurs  because  insurers  would  no  longer  be 
able  to  offer  initial  deep  premium  discounts  to  new  healthy  groups.  ASIM  believes,  however,  that 
initial  premiums  for  healthy  groups  are  more  likely  to  reflect  actual,  average  claims  experience 
over  the  years  under  this  approach.  Additionally,  under  community  rating  healthier  subscribers 
would  share  in  the  costs  of  providing  care  to  unhealthy  subscribers  which  may  increase 
premiums.  For  this  reason,  community  rating  is  strongly  opposed  by  several  very  powerful 
constituencies  which  may  cause  a  delay  in  the  enactment  of  comprehensive  insurance  reform 
legislation.  While  ASM  believes  that  community  rating  should  be  mandated,  ASIM  could  support 
as  an  interim  measure  the  enactment  of  legislation  modeled  after  the  recommendations  of  the 
National  Association  of  Insurance  Commissioners. 

The  National  Association  of  Insurance  Commissioners  (NAIC)  has  developed  recommendations  for 
reforming  the  small  group  insurance  market.   The  first  and  most  significant  of  the  refonns  is  the 
enactment  of  "rate  bands"  to  assure  that  rates  do  not  vary  excessively  within  a  class  of  business 
or  among  classes  of  business.  Under  this  proposal,  insurers  would  be  restricted  in  their  ability  to 
deeply  discount  initial  premiums.  And,  insurers  would  be  restricted  from  increasing  premium  rates 
too  high  at  time  of  renewal.  Additionally,  the  NAIC  proposal  permits  insurers  to  utilize  medical 
undenwriting  although  the  practice  is  restricted  significantly.  Those  groups  that  present  risks 
beyond  what  one  insurer  can  absorb  would  be  reinsured.  The  NAIC  proposal  is  politically 
practical  and  appropriate  and  should  be  pursued  as  an  interim  step  toward  community  rating. 
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Specifically,  legislation  should  be  enacted  to:  1)  establish  standards  limiting  annual  renewal  rate 
increases  for  small  groups;  2)  prevent  insurers  from  offering  "deep  discounts"  or  select  rates  in  an 
effort  to  attract  new  business  by  establishing  standards  on  the  amount  initial  rates  can  vary  from 
average  premium  rates;  and  3)  establish  standards  on  the  amount  that  average  premium  rates 
can  vary  among  different  classes  of  business. 

3)  Develop  a  basic  benefit  package  and  pre-empt  state  insurance  mandates. 

By  substituting  a  federally  determined  basic  benefit  package,  employers  would  be  protected  from 
state  mandated  benefits  that  drive  up  the  costs  of  premiums.  State  mandated  benefits  can  add 
as  much  as  20  percent  to  the  cost  of  coverage  in  some  states. 

4)  Require  all  insurers  to  'guarantee  acceptance'  of  all  small  employers  wisiiina  to 
purchase  insurance  and  renewability  of  coverage. 

All  employers,  specifically  small  firms,  should  be  guaranteed  the  availability  of  private  health 
insurance  coverage  regardless  of  health  status,  occupation  or  geographic  location  of  the  firm. 
Additionally,  no  insurer  should  be  able  to  cancel  or  fail  to  renew  coverage  of  a  firm  because  of 
high  claim  costs. 

5)  Require  insurers  to  disclose  their  rating  and  renewal  practices  specifically  to  small 
employers  and  consumers. 

Insurers  should  be  required  to  disclose  to  small  employers  and  consumers  their  insurance  rating 
and  renewal  practices  so  that  they  can  thoroughly  understand  how  their  rates  are  being 
determined  so  as  to  make  informed  decisions  when  purchasing  coverage.  Additionally,  insurers 
should  be  required  to  disclose:  1)  the  provisions  concerning  the  carrier's  right  to  change 
premium  rates,  2)  a  description  of  the  class  of  business  the  group  will  fall  under  and  3)  the 
provisions  relating  to  renewability  of  coverage.  Insurers  should  be  required  to  maintain  records 
pertaining  to  rating  practices  and  renewal  underwriting  practices  including  actuarial  assumptions. 
Insurers  should  be  required  to  file  a  report  with  the  Insurance  Commissioner  to  ensure  that  their 
actuarial  practices  are  consistent  with  these  standards.  Additionally,  insurers  should  be  required 
to  inform  small  employers  of  the  process  they  have  for  recourse  should  the  carrier  be  in  violation 
of  the  state  or  federal  standards. 

6)  Require  states  to  develop  a  reinsurance  mechanism  to  provide  coverage  to  those 
individuals  or  groups  that  are  'high  risks'.  States  should  be  given  sufficient  flexibility 
to  develop  a  reinsurance  mechanism  that  meets  a  state's  individual  needs. 

Reinsurance  mechanisms  are  necessary  to  spread  the  costs  of  high-risk  groups  among  all 
insurers.  Generally,  there  are  several  kinds  of  reinsurance  mechanisms  that  are  being  pursued  at 
the  state  level.  The  "Prospective  Reinsurance  Option"  would  require  all  carriers  to  accept  all  small 
employers  for  coverage,  regardless  of  health  status,  and  would  establish  a  voluntary  prospective 
reinsurance  mechanism  to  help  carriers  spread  the  risk  of  accepting  all  employers.  Under  this 
approach  carriers  would  use  medical  undenwriting  to  identify  potential  high-risk  cases  and 
reinsure  these  cases.  Carriers  could  opt  out  of  the  reinsurance  mechanism  provided  they  agreed 
to  assume  the  full  risk  of  all  small  groups  applying  for  coverage.  The  "Retrospective  Reinsurance 
Option"  would  also  require  all  carriers  to  accept  all  small  employers  for  coverage,  regardless  of 
health  status,  and  would  establish  a  voluntary  prospective  reinsurance  mechanism  to  help  carriers 
spread  the  risk  of  accepting  all  employers.  Carriers  would  not  pay  reinsurance  premiums  at  the 
time  of  enrollment  of  the  group  or  individual.  Rather,  under  the  "retrospective  stop-loss  approach," 
carriers  would  assume  the  full  risk  of  the  individual  or  group  up  to  a  limit  after  which  the  high-risk 
group  or  individual  would  be  reinsured.  The  remaining  risks  would  be  spread  across  all  insurers. 
Under  the  "Allocation  Option"  high-risk  uninsurables  are  allocated  among  all  carriers.  Carriers 
would  be  required  to  accept  and  manage  the  full  risk  of  the  small  groups  allocated  to  them. 
Under  the  'Pooled  Employee  Option',  employees  in  small  businesses  and  their  dependents  would 
be  pooled  into  one  or  more  small  employer  health  benefits  programs  and  treated  as  a  single, 
large  employer.  This  approach  is  intended  to  give  small  groups  increased  purchasing  power. 
Carriers  electing  to  insure  the  pooled  group  would  not  be  permitted  to  exclude  any  employer  in 
the  pool  from  insurance  coverage  for  health  reasons.  The  "Designated  Carrier  Option"  would 
mandate  that  carriers  participate  in  the  reinsurance  mechanism  and  would  establish  designated 
carriers.  Those  high-risk  groups  who  are  unable  to  get  insurance  through  the  market  would  be 
directed  to  a  designated  carrier.  Designated  carriers  are  required  to  offer  employers  a  basic  or 
standard  benefit  option  at  a  rate  of  no  more  than  150  percent  of  average  market  premiums.  All 
small  employer  insurance  carriers  would  share  the  losses  of  the  reinsurance  program.  Finally, 
the  "Mandatory  Prospective  Reinsurance  Option"  is  similar  to  the  first  mechanism,  however, 
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carriers  would  be  required  to  participate  In  the  reinsurance  pool.  All  carriers  would  be  required  to 
accept  all  small  employers  regardless  of  the  health  conditions  of  their  employees. 

States  should  be  encouraged  to  experiment  with  any  of  the  six  reinsurance  mechanisms  to 
determine  the  effectiveness  of  spreading  the  risks  of  unhealthy  groups  and  individuals  across  all 
insurers.  Individual  states  have  varying  needs  in  their  attempts  to  address  the  uninsured  and 
underinsured  problems  of  the  high-risk  groups.  States  should  be  given  sufficient  flexibility  to 
develop  a  reinsurance  mechanism  that  addresses  the  state's  Individual  needs. 

Conclusion 

Although  it  is  a  positive  sign  that  health  care  reform  has  been  identified  as  a  major  issue  in  the 
1992  Presidential  campaign,  the  heightened  attention  given  to  the  issue  by  Republicans  and 
Democrats  has  also  resulted  in  a  heightened  level  of  discord,  pollticization  and  polarization  not 
uncommon  during  an  election  year  making  it  difficult  for  a  compromise  to  be  reached.  ASIM 
believes,  however,  that  Congress  should  set  aside  partisan  differences  and  enact  comprehensive 
health  care  reform  that  builds  on  and  improves  the  existing  health  insurance  system  despite  the 
obvious  political  obstacles.  Within  this  broader  context,  reforming  the  private  health  insurance 
market  should  be  given  the  highest  priority  to  assure  private  health  Insurance  coverage  on  a 
continuing  basis  for  small  employers  and  to  ensure  coverage  for  high  risk  individuals.  The 
Society  stands  ready  to  assist  the  Committee  in  its  effort  to  enact  meaningful  reforms  in  the 
private  health  insurance  industry  as  a  step  toward  our  goal  to  enact  a  comprehensive  health 
reform  package  that  will  provide  aH  Americans  with  basic  medical  coverage. 
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Written  Statement  of  Lee  Tooman ,   Golden  Rule  Insurance 
Company  Regarding  H . R.    2121.   H.R.    1565 .   H .  R.    3626 .   et  al 

Golden  Rule   Insurance  Company  finds  areas  of  general  agree- 
ment with   these   legislative   initiatives,    and  areas  of 
significant  disagreement. 

Areas   of  Agreement  with   Respect  to  Smal 1   Employer  Group 
Health   Insurance  Reform 

1)  Collective  Renewabil i ty :      No  small  group  should  ever 
find  itself  singled  out  for  termination  or  an  abusive 
rate  increase  due  to  claims  cost,   duration  since  issue, 
or  health  of  the  group.     Golden  Rule  has  supported 
state  legislation  which  would  require  every  carrier  to 
treat  all   its  small  group  business  as  one  collectively 
renewable  pool  of  insurance. 

2)  Limited  Use  of  Experience  Rating:      Golden  Rule  has 
supported  state   legislation  which  would  limit  to  15% 
the  annual   rate   increase  any  small   group  could  receive 
for  claim  experience,   duration  since   issue,   and  health 
of  the  group.      15%  has  become  a  number  viewed  as  fair 
by  both  the   insurance   industry  and   insurance  regu- 
lators.    This,    in  fact,    is  the  law  in  several  states. 

Golden  Rule  also  supports  placing   limits  on  rate  bands. 
The  insurance  industry  and  insurance  regulators  are  in 
basic  agreement  that  no  small  group  should  ever  have 
rates  more  than  two  times   (2x)   higher  than  an  identical 
group  with  the  same  coverage  due  to  claims  experience, 
duration  since  issue,   or  health  of  the  group. 

(While  some  states  have   laws  with   rate  band  limits  of 
1.67   to   1.00   for  any  one  pool   small   group  insurance, 
these  states  also  allow  the  use  of  multiple  pools. 
These  states  have  a  second  rule  which  limits  the  aver- 
age rate  of  the  highest  cost  pool   to  20%  above  the 
average  rate  of  the  lowest  cost  pool.     This  combination 
of   factors  ultimately  produces  a  maximum  spread  of 
rates  of  two-to-one    (2:1).      Golden  Rule  and  others 
favor  the  simpler  approach  of  one  pool  and  a  two-to-one 
spread  of  rates ) . 
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3)  Coverage  Continuity  for  Individuals:     Golden  Rule  has 
worked  with  several  organizations  and  state  legisla- 
tures to  promote  coverage  continuity  for  those  who  have 
entered  into  and  stayed  in  the  insurance  system. 
Specifically,    we  propose   that  any  individual   who  has 
remained  continuously   insured  for  at   least  one  year 
should  be  able   to  have  access  to  group  health  insurance 
without  the  application  of  new  underwriting  or  new  pre- 
existing condition  limitations. 

The  positive   impact  would  be  immediate  and  significant. 
The  problem  of   "job-lock"  would  disappear,  literally 
overnight.      Moreover,   the  benefits  would  extend  to 
dependent  coverage.     For  example,   a  young  person  unin- 
sured under  his  parents'   health  plan  but  who  now  loses 
his  or  her  dependent  status  would  be  guaranteed  to  be 
insured  with  no  interruption  in  coverage  as  he  or  she 
enters  the  job  market.     Newly  divorced  or  widowed 
persons  would  similarly  have  guaranteed  access  to  group 
health   insurance  as  they  enter  or  re-enter  the  job 
market . 

Because  individuals  would  have  to  meet  the  one  year 
test  of  continuous  coverage,    there  would  be  little 
opportunity  for   "gaming",   particularly  if  the  legisla- 
tion is  written  with  a  "no  loss,   no  gain"  provision. 

4)  Coverage  Continuity  For  Groups:     To  issue  fair  treat- 
ment of  groups  and  individuals  within  the  group,  Golden 
Rule  supports  the  concept  of  whole  group  underwriting 
and  coverage  continuity  found  in  the  NAIC's  Discontinu- 
ance and  Replacement  Model  Law.     This   law  already 
exists  in  numerous  states. 

By  coupling  the  Discontinuance  and  Replacement  Law  with 
rating  and  renewability  reform,    it  is  clear  that  no 
small  group  should  ever  need  to  change  carriers. 
But   if  the  group  should  want  to,   the  group  will  be 
treated     as  a  whole  group;    so-called  "cherry  picking" 
would  be  proscribed. 

5)  Abolishment  of  Ineligible   Industries:     Golden  Rule 
makes  no  individual  or  group  ineligible  for  its  health 
insurance  products  due  to  occupation  or  industry.  It 
is  clear  that  the  rest  of  the  health  insurance  industry 
must  take  this  same  position. 
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Areas   of  Disagreement  with  Respect  to  Smal 1  Group  Health 
Insurance  Reform 

1)     Guaranteed   Issue:     Many  people  believe  that  insurance 
can   function  more   fairly   if  no  one   is  denied  coverage. 

Nothing  could  be   further   from  the   truth.      Insurance  is 
the  business  of  indemnifying  someone  against  a  loss 
caused  by  a  contingency  or  peril.     That  means  risk:  it 
might  happen. 

If  someone  has  a  known,    serious  medical  condition  and 
is  seeking  "insurance"   for  that  condition,    there  is  not 
one  element  of  risk  involved.     That  person  is  not  seek- 
ing  insurance;   that  person  is  seeking  someone  else  to 
pay  for  that  medical  condition.     That   "someone  else" 
will  be  the  other  policyholders,   not  some  distant  in- 
surance company,   and  certainly  not  society  as  a  whole. 
That  means  higher  premiums   for  the  current  policyhold- 
ers . 

Many  are  manipulating  the  definition  of  insurance. 
They  wrongly  believe  that   insurance  is  the  process  of 
taking  bad  risks  with  good  risks. 

Completely  false.     The  role  of  insurance  is  to  pool  a 
group  of  common  risks  so  that  when  one  suffers  a  calam- 
ity,   there  are  sufficient  funds  out  of  which  to  pay  the 
costs  of  that  calamity. 

What   is   lost  in  all  the  pejorative  terms  like  "cream- 
skimming",    "cherry-picking",   and  "risk  avoidance"  is 
that  our  insureds  bought  their  coverage  when  they  were 
in  reasonably  good  health. 

Many  subsequently  incurred  medical  costs  that  would 
have  otherwise  ruined  them.     They  didn't  get  automatic, 
abusive  rate  increases,   much  less  notices  of  termina- 
tion.    They  were  and  are  pooled  with  thousands  of 
other  people.     Some  will  get  better  and  some  will  not. 
But  they  know  that  their  claims  will  be  paid  and  their 
premiums  will  not  be  singularly  affected. 

Insurers  are  seekers  of  risk,   not  avoiders  of  risk. 
But   it   is  risk  which  we  seek. 
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Most  people  have  no  trouble  applying   this  concept  to 
other  lines  of  insurance.     We  don't  expect  to  buy  a 
million  dollar  life   insurance  policy  after  we  develop  a 
life  threatening  disease.     We  don't  expect  to  buy  auto 
insurance  after  we  wreck  our  cars.      But   somehow  we 
expect  we  should  be  able  to  buy  health   "insurance"  re- 
gardless  of  our  health. 

It   is   impossible  to  accomplish  this  goal   in  a  market  in 
which  people  can  choose  to  be   in  or  not  be  in  the  in- 
surance system.     Concepts  such  as  guaranteed  issue  and 
community  rating  can  only  work  if  everyone  is  compelled 
to  be  in  the  system. 

Unless  you  are  prepared  to  mandate  that  all  Americans 
must  purchase  and  keep  health  insurance,  guaranteed 
issue  will  have  the  likely  consequences  of  much 
higher  health  insurance  premiums  and  fewer  people  with 
insurance . 

How  much  higher  will  health  insurance  premiums  be? 

Proponents  claim  that  the  increase  will  be  negligible. 

Golden  Rule's  experience  was  considerably  different: 

-Golden  Rule  offered  no-questions-asked  health 
insurance  for  employers  with  10  to  25  employees. 
There  was  a  surcharge  for  the  no-questions-asked 
groups  that  ranged  15  to  20%  above  what  the  same 
group  could  get  if  they  provided  health  information 
in  their  application. 

-The  no-questions-asked  groups  were  required  to  have 
had  a  previous   insurance  carrier.      It  was  not 
offered  to  groups  that  were  purchasing  insurance 
for  the  first  time. 

-On  the  take-over  from  the  other  insurance  company, 
pre-existing  conditions  were  limited  to  $3000  in 
benefits  during  the  first  twelve  months. 

-After  the  first  twelve  months,  the  15  to  20%  sur 
charge  proved  insufficient.  Claim  costs  rose  to 
more  than  50%  above  standard  claim  cost. 
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-Over  time,   claim  cost  on  the  no-questions-asked 
business  tapered  off  to  30  to  35%  above  standard 
claim  cost. 

There  is  a  correct  way  to  deal  with  the  problem  of 
those  in  our  society  who  are  both  uninsured  and  unin- 
surable.    Fortunately,   they  represent  only  about  1%  of 
the  non-elderly  U.S.  population. 

That  solution  has  already  been  found  in  most  states. 
It  is  known  as  a  Comprehensive  Health  Insurance  Pool 
(CHIP).      In  Illinois,   Maine,   and  Colorado   (to  name  just 
a  few) ,   the  public  has  enacted  CHIP  plans  that  guaran- 
tee that  the  funding  is  broad-based. 

And  this  is  critical.     The  great  lure  is  to  force  the 
financing  back  to  insurance  companies;   a  typical  way  is 
through  assessments  on  premiums.     The  problem  with  this 
method  is  that  less  than  half  the  population  in  a 
typical  state  relies  on  private  health  insurance  as  its 
primary  source  of  insurance.     The  rest  are  either 
exempted  by  virtue  of  ERISA,   rely  on  government  (Medi- 
care and  Medicaid)   or  are  uninsured.     The  result  will 
be  that  those  least  able  to  withstand  assessments 
(small  groups  and  individual  buyers)   are  the  ones  who 
get  assessed. 

2)     Community  Rating:     Many  people  mistakenly  believe  that 
fairness  can  be  promoted  by  charging  equal  premiums; 
i.e.,   community  rating.     They  want  to  point  to  the  way 
business  was  conducted  40  or  50  years  ago  by  Blue  Cross 
as  proof. 

People  who  buy  health  insurance  want  the  lowest  priced 
insurance  available  to  them.     The  movement  away  from 
community  rating  many  years  ago  was  not  a  conspiracy 
engineered  by  the  insurance  industry,  but  rather  a 
demand  from  the  marketplace  to  be  charged  a  rate  that 
corresponds  to  risk  and  health  care  costs. 

As  with  guaranteed  issue,   community  rating  can  only 
work  in  an  environment  where  everyone  is  compelled  to 
buy  insurance.     This  is  because,  with  community  rating, 
some  in  society  are  being  asked  to  subsidize  others. 
If  those  doing  the  subsidizing  view  it  as  unfair,  they 
will  simply  refuse  to  do  it.     When  they  drop  out  those 
left  behind  will  have  no  one  to  subsidize  them,  and 
their  rates  will  climb. 
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A  simple   example  will   demonstrate  this.      Assume  a  man 
in  poor  health,    aged   72  wishes   to  buy  a  $100,000  life 
insurance  policy.      Further  assume  that  he  has  a  medical 
condition  which  will  cause  him  to  die  within  the  year. 
Finally,    a   young  woman   in  good  health,    aged   22,  also 
wants   to   buy  a   S100,000   life   insurance  policy. 

We  know  we  will   need   $100,000   soon,    so,    in   a  world 
where  community  rating   is   required,    we  will   propose  to 
charge  each   person   $50,000.      Premiums  are  equal. 

Clearly,    the  young  woman  will  refuse  to  pay  this 
amount.     The  subsidy  is  unfair.     She  will  not  buy  the 
insurance . 

We  still  need  $100,000,    so  we  must  now  charge  the 
elderly  man  $100,000,   not  $50,000. 

Community  rating  thus  will  have  the  unintended  conse- 
quence of  driving  out  the  young,   healthy,    low  risk 
individuals  we  need  in  the  system.     The  uninsured 
population  will   increase.     Premiums   for  those  left  in 
will  be  much  higher  than  before. 

Areas  Overlooked  by  Smal 1  Group  Health  Insurance  Reform 

1)     Portability.     Despite  the  claim,    small  group  health 
insurance  reform  really  has  no  program  to  guarantee 
that   those  who   fall   out  of  the  system  can  permanently 
keep  quality,   affordable  health  insurance. 

Golden  Rule  has  proposed  legislation  which  would  clean 
up  the  current  patchwork  system  of  COBRA,    state  contin- 
uation,  and  conversion  policies.      It  does  so  by  guaran- 
teeing that  anyone  who  would  otherwise  lose  his  or  her 
insurance  can  keep  the  same  benefits  they  had  with 
their  employer  at  rates   limited  by  law. 

This  reform  is  needed  because  it  is  so  relatively  easy 
to  lose  employer  based  coverage. 

By  linking  this  portability  reform  to  coverage  continu- 
ity reform,    it   is  clear  that  no  one  should  ever  be 
forced  out  of  the  health   insurance  system.  Portabili- 
ty protects    (permanently  if  necessary)   people  in  the 
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event  of  job  loss  or   loss  of  dependent  status.  Cover- 
age continuity   (described  earlier)   protects  their  right 
to  new  health  insurance  as  they,    for  example,  re-enter 
the  job  market. 

2)  Tax   fairness.      No  amount   of  small   group  health  insur 
ance   reform  will   make   health   insurance  affordable. 

Tax   equity  will.      Self   employed  people  and  individual 
buyers  of   insurance  must  have   the  same   rights   to  tax 
deductibility  of  health   insurance  costs  as  those  of  us 
with  employer-provided  and  employer-paid  health  insur- 
ance . 

It  has  been  clearly  demonstrated  that  the  ranks  of  the 
uninsured  can  be  significantly  reduced  with  this  simple 
change . 

Also,    the  portability  reform  outlined  above  can  be  made 
effective  and  meaningful   if  people  are  given  the  means 
(through  tax  equity)    to  continue  paying  their  premiums 
when  they  find  themselves  out  of  work. 

3)  Medical   Savings  Accounts.      Individual   freedom  and 
personal   responsibility  are  the  ideals  behind  the 
American  way.     Government's  role  is  to  preserve  these 
ideals,   not  to  run  our  lives. 

If  we  are  to  effectively  bring  health  care  spending 
under  control,   we  can  accomplish  it  most  effectively 
by  empowering  240  million  Americans. 

Golden  Rule  has  proposed  that  people  be  permitted  to 
insure  themselves  against  financial   ruin  by  buying  high 
deductible  insurance.      To  fund  the  day-to-day  costs  of 
medical  care,    we  propose  that  people  should  be  permit- 
ted to  take  the  savings   (generated  by  moving  from  low 
deductible  to  high  deductible   insurance)   and  accumulate 
that  money  tax-free   in  a  medical   savings  account.  Over 
time,    these  savings  can  become  substantial.      They  can 
be  used  to  maintain  insurance  through  hard  times,  to 
fund  claim  cost  under  the  umbrella  coverage,   and  ulti- 
mately to  pay  for  long  term  care   (if  needed). 

Most  important,  we  can  break  the  mentality  that  insur- 
ance  is   "free"   and  that   the  goal   is   to  maximize  usage. 
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SOUNDING  BOARD 

REFORMING  THE  HEALTH  INSURANCE 
MARKET  FOR  SMALL  BUSINESSES 

F.\i.ED  with  possible  extinction,  the  private  health 
insurance  iudustrv  has  emersed  as  a  vocal  advocate  of 
retorminsi  the  wav  it  does  business.  .Since  January 
I9"n.  the  Health  Insurance  .Association  of  .America 
■  HI.\.\i  has  propobcd  e.xtensn  e  regulation  of  the  pric- 
ini;.  marketins^.  underwntini;.  and  desien  of  policies 
sold  to  small-business  s^roups.'  Similar  proposals  for 
reform  have  been  made  bv  the  Blue  Cross  and  Blue 
Shield  .\ssociatioii  and  b\  the  .National  .Association  of 
Insurance  Ciommissioners  iN.AIC:).  It  is  remarkable 
to  see  a  reform  proposal  comine  from  the  industr\- 
ino-it  likeK  to  oppose  it.  It  is  also  surprising  that,  with 
the  rest  of  the  debate  o\  er  health  care  reform  in  grid- 
lock." the  basic  structure  of  these  measures  has  broad 
political  support  and  is  viewed  b\  man\  as  having  a 
liiiih  likelihood  nl  passage,  both  in  indi\idual  states 
and  earlv  m  the  course  of  federal  reform.  President 
Bush  and  se\  eral  congressional  leaders  from  both  par- 
ties have  recentiv  endorsed  some  or  all  aspects  of  the 
industn.  s  proposed  reforms.  It  is  therefore  imperative 
to  understand  preciseK'  what  small-group-market  re- 
lorm  \sill  and  will  not  accomplish  toward  the  twin 
goals  of  universal  access  and  cost  containment. 

The  Purpose  of  Reforms  i.n  the  S.mali.-Group 
Market 

Rt  Ujrming  die  small-group  market  is  intended  to 
arrest  the  disintegration  of  the  health  insurance  mar- 
ket lor  small  businesses,  which  is  currentiv  in  a  death 
spiral.  In  1990  onlv  J6  percent  of  hrms  with  fewer 
than  J5  emplovees  ollered  their  workers  health  insur- 
ance, as  compared  with  87  to  99  percent  of  larger 
tirms.'  Stated  e%  en  more  starkK  ,  among  hrms  that  do 
not  oiler  coverage.  98  percent  have  I'ewer  than  25  em- 
plovees.' These  dramatic  statistics  result  in  part  from 
a  tharket  dvnamic  that  has  forced  insurers  to  treat 
small  businesses  more  like  purchasers  of  individual 
policies  than  like  group  purchasers,  but  without  the 
regulatorv  protections  that  appiv  to  the  individual 
market. 

In  previous  decades.  Blue  Cross,  health-mainte- 
nance organizai'ons  iHMOsi.  and  even  manv  com- 
mercial health  insurers  tended  to  charge  one  rate  for 
all  small  groups  in  a  given  communitv.  usuallv  adjust- 
ing miK  for  age  and  sex.  In  recent  years,  however, 
commercial  insurers  and  manv  HMOs  and  Blue  Cross 
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plans  have  been  forced  to  abandon  this  modified  form 
of  open  enrollment  and  community  rating  for  much 
more  selective  marketing  practices.  The  root  of  these 
destructive  market  forces  lies  in  the  steeply  rising 
cost  of  health  care.  Aggressive  price  shopping  by 
healthier  work  forces  has  forced  health  insurers  to 
gauge  more  accurately  the  actual  risks  of  different 
groups  and  to  screen  out  high-risk  individuals  and 
groups.  Rather  than  repeat  the  specifics  of  widely 
publicized  cases, I  will  describe  the  general  market 
tendencies.""'" 

Underwriting  (the  process  of  assessing  risk)  lor  in- 
dividual medical  conditions  becomes  more  cost  effec- 
tive as  the  size  of  the  insured  group  decreases.  This 
follows  as  a  simple  application  of  the  statistical  law  of 
large  numbers.  For  larger  groups,  aggregate  claims 
experience  is  highly  predictive  of  future  costs,  whereas 
smaller  groups  are  more  likely  to  have  extreme  Huc- 
tuations  from  year  to  year.  The  consequence  of  this 
statistical  logic  is  that  insurers  (responding  to  em- 
ployer demands)  have  adopted  several  practices  that 
make  it  difficult  or  impossible  for  some  small  groups, 
or  individuals  within  small  groups,  to  obtain  suffi- 
cient insurance.  Insurers  sometimes  exclude  high-risk 
people  in  small  groups  entirely  or  subject  them  to 
lengthy  exclusion  periods  (as  long  as  two  years  i  for 
pree.xisting  conditions  or  to  permanent  exclusions 
of  their  major  health  conditions.  In  extreme  cases, 
entire  small  groups  are  refused  coverage  or  are  quoted 
extremely  high  prices,  either  at  the  outset  of  coverage 
or  at  renewal.  More  routinely,  employees  who  have 
lasted  through  lengthy  preexisting-condition  periods 
are  afraid  to  change  jobs,  producmg  a  phenomenon 
known  as  "job  lock"  that  may  affect  30  percent  of 
.Americans." 

Frequently,  large  price  increases  and  refusals  to 
serve  an  entire  small  group  are  not  based  on  any  actu- 
al adverse  history  of  claims.  Some  insurers  engage  in 
"tier  rating,"  which  classifies  various  groups  on  the 
basis  of  the  insurer  s  experience  that  workers  in  cer- 
tain occupations  and  industries  are  likely  to  have  high- 
er claims.  Even  favorably  rated  groups  are  subjected 
to  'durational  rating,"  which  is  the  practice  of  offering 
a  low  premium  to  groups  identified  as  low  risks  at  the 
outset,  but  raising  the  premium  steeply  at  each  annual 
or  semiannual  renewal  period,  reflecting  the  tendency 
of  the  predictive  power  of  the  initial  risk  assessment  to 
wear  off.  Medical  underwriting  tends  to  wear  off  be- 
cause of  the  statistical  phenomenon  known  as  regres- 
sion to  the  mean,  according  to  which  outliers  (both 
low  and  high)  tend  over  time  to  move  closer  to  the 
norm.  Prices  also  rise  over  time  simply  because  the 
initial  period  during  which  preexisting  conditions  are 
excluded  expires.  At  the  most  extreme,  insurers  may 
refuse  altogether  to  renew  the  coverage  of  groups  with 
initial  low  ratings,  which  constitutes  the  phenomenon 
known  pejoratively  as  churning. 

Taking  the  Reform  Proposals  at  Face  Value 
Various  proposals  to  correct  these  destructi\  e  prac- 
tices share  three  essential  components  —  guaranteed 
availabilitv,  price  regulation,  and  private  reiiisiiraiKC 
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—  although  they  vary  considerably  in  their  details.  I 
will  use  the  HIAA's  state  legislative  model  as  the  basis 
for  description,  noting  important  variations.  These  re- 
forms are  aimed  at  the  small-group  market,  defined  as 
emplovers  with  3  to  25  full-time  workers.  (Other  defi- 
nitions go  as  high  as  50  or  100.)  .Making  3  the  cutoff 
point  IS  intended  to  create  some  demarcation  in  the 
regulation  of  individual  as  compared  with  group  poli- 
cies, and  setting  a  cap  is  intended  to  pre\eni  the  regu- 
lator\  burden  I'rom  further  increasing  the  incentive  of 
larger  groups  (o  self-insure. 

The  essence  of  guaranteed  availabilitv  is  the  re- 
quirement that  insurers  cover  anvone  w  ho  applies.  .N'o 
sroup  mav  be  denied  at  least  a  basic,  minimal-benefits 
health  plan,  reeardless  ot'  health  status.  This  require- 
ment is  coupled  with  a  "whole-iiroup  concept."  which 
prohibits  the  exclusion  i  bv  either  the  insurer  or  the 
i-mplovcri  o(  anv  individual  within  a  sroup.  .More- 
over, insurers  would  be  prohibited  Irom  retusing  to 
renew  anv  group  s  insurance  except  lor  Iraud.  nonpay- 
ment, or  similar  malfeasance. 

.\  second  aspect  of  guaranteed  availabilitv  is  to  en- 
sure the  coniiiiuitv  and  portability  of  coverage  bv  reg- 
ulating the  use  of  exclusion  clauses.  Insurers  would  be 
prohibited  cniireK  trom  excluding  sp<'cinc  health  con- 
ditions. rhc\  uould  be  allowed  onK  lo  place  an  initial 
I'J-month  preexisting-condition  exclusion  cm  coverage 
tor  an\  conduum  manilcsied  uithin  n  months  before 
the  date  ot'  cov  erage,  i  Other  proposals  appiv  a  6-  and 
)-inonih  limit. ;  To  address  the  problem  of  'lob  lock.  " 
subscribers  would  be  able  to  iranster  to  a  new  insurer, 
either  bv  changing  jobs  or  changing  insurers  within 
the  same  workplace,  without  undergoing  a  new  exclu- 
sion period. 

(iuaranteed  .u.ulabilitv  eliminates  the  worst  etfects 
ol  medical  under\\ ruing  —  retusal  ot  l overage  and 
churning  —  but  sianding  alone  it  would  aggravate 
liuge  price  variations  and  rluciuations  bv  lorcing 
insurers  lo  take  on  the  most  extreme  risks.  There- 
tori^,  the  second  component  ot  the  ret'orms  is  to  estab- 
lish a  moditied  Ibrm  ol  community  rating  tor  small 
groups  bv  imposing  various  price  regulations.  These 
complex  restnctions  var\'  greatly  in  their  details,  but 
iheir  basic  thrust  is  to  dampen  durational  rating  tor 
individual  groups  over  time  and  to  suppress  tier-rat- 
ing practices  across  the  market  as  a  whole  at  a  mo- 
ment in  time. 

Both  the  HI.A.\  and  .N'.AIC  models  limit  vear-to- 
vear  increases  in  anv  given  group's  premiums  to  15 
percent  above  the  insurer's  "trend.  "  defined  as  the 
increase  in  the  least  expensive  new  business;  others 
propose  tJ  to  5  percent  limits.  The  concept  is  to  allow 
market-wide  cost  increases  but  limit  those  ihat  reflect 
group-specitic  health  risks. 

Second,  the  Hl.\.-\  model  would  prevent  anv  insur- 
er trom  varving  its  prices  more  than  35  percent  above 
or  belov%  US  midpoint  lor  groups  vMih  -imilar  benefits 
and  "l  ase  characteristics.  '  The  N.MC^  ;nodel  allows 
"iiK  .1  .li.T  percent  spread  25  percent  .ibove  nr  helovs 
:he  midnoint  .  .uid  bills  soonsored  l)v  ^nuiiiirs  (  hatee 
K-R.l      .iiui  BeiUM'll    D-  l  ex.     ui-u    -o  o  ner- 


cent  spreads,  respectively.'^  '^  The  case  characteristics 
that  may  be  used  to  set  different  pricing  bands  include 
geographic,  demographic  (age  and  sex),  and  industn,' 
factors,  but  the  HIAA  model  allows  only  a  15  percent 
variation  (a  30  percent  spread)  on  the  basis  of  indus- 
try. For  instance,  if  an  insurer's  average  price  is 
S2,000  for  a  group  whose  average  age  is  40  to  50  years, 
the  HIAA  pricing  band  restricts  the  variation  among 
similar  groups  to  $1,300  to  $2,700,  with  an  additional 
S600  spread  according  to  industry  and  occupation. 
However,  because  this  loose  form  of  community  rat- 
ing is  age-adjusted,  there  is  no  limit  on  the  extent  to 
which  pncing  bands  for  groups  of  different  ages  mav 
vary  from  one  another.  By  contrast,  other  proposals, 
such  as  bills  sponsored  by  Senators  Rockefeller  '  D- 
VV.Va.)  and  Mitchell  (D-Me.)  and  Representatives 
Rostenkowski  (D-IU.)  and  Stark  (D-Calif.).  move  verv 
close  to  pure  community  rating. 

Proposals  that  allow  separate  blocks  of  business  add 
yet  another  layer  of  complexity.  Some  insurers  man- 
age separately  products  that  are  marketed  through 
distinct  sales  forces,  acquired  from  another  company . 
or  designed  according  to  fundamentally  different  prin- 
ciples (such  as  capitation  or  indemnity).  In  keep- 
ing with  this  tradition,  most  proposals  (but  not  the 
HI.AA'si  follow  the  NAIC  model  by  applying  their 
rating  limits  separately  to  a  limited  number  of  blocks 
defined  in  this  manner.  In  order  to  prevent  circumven- 
tion of  the  rating  limits,  they  also  limit  the  pricing 
variation  between  block  midpoints  to  a  spread  ot  20  to 
+0  percent.  Within  each  block,  however,  there  is  no 
limit  on  the  degree  of  price  variation  according  to  the 
allowable  age,  sex,  and  location  factors. 

The  third,  and  from  the  commercial  insurers"  per- 
spective the  most  fundamental,  component  of  small- 
group  reform  is  a  mechanism  of  private  reinsurance 
that  allows  individual  carriers  to  reinsure  anv  risks 
that  thev  expect  will  generate  costs  exceeding  the 
prices  they  may  charge.  Reinsurance  encourages  in- 
surers to  accept  all  applicants  and  thus  suppresses  the 
incentive  to  engage  in  indirect  and  surreptitious  risk 
selection. 

The  reinsurance  mechanism  for  small  groups  would 
differ  in  two  fundamental  ways  from  state  high-risk 
pools  that  cover  uninsurable  individuals.  First,  small- 
group  reinsurance  is  invisible  to  the  public.  The  insur- 
er that  issues  the  policy  merely  cedes  the  risk  to 
the  reinsurer  (except  for  a  deductible  and  possibly  a 
copavment  by  the  ceding  carrier).  The  reinsurer  s 
onlv  role  is  to  indemnify  the  ceding  carrier  for  its 
claims  expenses;  the  ceding  carrier  remains  responsi- 
ble for  the  administration  of  the  plan.  Second,  in  order 
to  avoid  burdening  government  budgets,  the  HI.A.A 
proposes  small-group  reinsurance  as  a  primarily  pri- 
vate mechanism;  it  would  be  run  bv  a  nonprofit  entity, 
funded  primarily  by  the  insurance  industry,  and  gov- 
erned by  a  quasigovernmental  board. 

The  principal  funding  for  the  reinsurance  entitv 
would  come  from  the  reinsurance  premium  paid  bv 
the  ceding  carrier.  Carriers  could  prospectively  rein- 
sure either  whole  groups  or  high-risk  indiv  iduals  uith- 
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in  groups.  To  reinsure  high-risk  groups,  the  HIAA 
reforms  call  for  a  premium  that  is  150  percent  of  the 
market-wide  average:  to  reinsure  high-risk  individ- 
uals, the  price  would  be  500  percent  of  the  average 
market  value  for  individuals  within  groups.  These 
market  averages  would  be  determined  by  the  quasi- 
i^ovcrnmcntal  board  and  would  be  adjusted  according 
to  ( ()\  craue  and  demographic  characteristics. 

To  illustrate,  if  the  market  average  is  $2,000  for  a 
group  whose  average  age  is  40  to  50  years,  an  insurer 
whose  own  average  is  the  same  could  collect  a  maxi- 
mum of  S2.700  per  member  from  the  employer,  as 
noted  above,  but  would  pay  $3,000  per  member  to 
reinsure  the  group,  or  $10,000  to  reinsure  a  particular 
member  ol  the  tfroup.  .Since  insurers  will  reinsure  only 
the  sfroups  and  indi\iduals  whose  e.xpenses  are  pre- 
dicted to  be  higher  than  these  prices,  the  reinsurance 
entiiN  will  neccssarilv  sulFer  losses,  which  will  be 
spread  over  the  insurance  market  through  a  tax  on 
small-ijroup  premiums.  The  HI.AA  calls  for  a  limit  of 
4  percent  on  this  ta.x:  thereafter,  funding  sources 
would  be  sousriu  from  lar^e-^roup  insurance,  includ- 
iim  self-insured  cmplovers.  or  from  general  tax  rev- 
rniies. 

.\oi  .ill  sectors  of  the  industrv  support  this  reinsur- 
ance model.  Because  some  HMOs  lack  a  claims-based 
s\stem  of  reimbursement,  they  would  not  easily  fit, 
.md  because  Blue  Cross  plans  that  use  community 
ratuiij  are  more  accustomed  to  bearing  a  wider  range 
of  risks,  thev  would  tend  to  use  reinsurance  less  and  so 
would  rather  not  have  to  pav  the  industp.  -wide  assess- 
ments. Legislative  enactment  of  reinsurance  is  there- 
lore  likelv  to  allow  some  insurers  to  opt  out.  This  is  the 
current  compromise  in  se\  eral  federal  bills  and  in  one 
ol  the  .\'.\lC:  s  draft  reinsurance  models. 

The  Political  Economics  of  the  Reform 
Proposals 

riiere  .ire  stron?  economic  reasons  for  accepting 
Mime  v  ersion  of  the  industry's  proposals  tor  reforming 
ihe  small-','roup  market.  The  reforms  are  designed  to 
.iccomplish  two  important  objectives.  First,  they  in- 
duce insurers  to  behave  in  a  manner  more  consistent 
with  the  fundamental  premises  of  group  insurance  by 
minimizing  the  degree  of  individual  medical  under- 
writing without  imposing  laborious  regulatory  over- 
siijht.  Second,  the  reforms  reorient  the  industry  from 
competition  based  on  risk  selection  to  competition 
based  on  risk  management,  thereby  harnessing  mar- 
ket lorces  in  a  manner  much  more  likely  to  benefit  the 
community. 

Insurers  verv  much  favor  state-by-state  enactment 
of  these  relbrms  because  ol  their  familiaritv  with  the 
existing  scheme  of  state  regulation  and  the  precedent 
that  tederal  intervention  would  set.  However,  the  at- 
traction of  small-u;roup  reform  is  so  great  that  federal 
lawmakers  mav  find  it  irresistible.  The  federal  debate 
IS  currentiv  dominated  bv  talk  of  public-private  part- 
nerships and  incremental  reforms."'"' The  most  com- 
pelliiisj  step  on  the  private  side  is  in  the  small-group 
market.  ( )f  the  more  than  M)  million  uninsured  people 


in  the  United  States,  more  than  half  are  full-time 
workers  or  their  dependents,  and  half  the  uninsured 
workers  are  in  the  small-business  work  force."  Criti- 
cally, then,  these  reforms  respond  directly  to  the  por- 
tion of  the  uninsured  or  underinsured  population  that 
has  political  clout.  Just  as  important,  the  reforms  can 
be  implemented  without  raising  taxes,  an  essential  in- 
gredient in  the  present  political  climate.  In  the  words 
of  Senator  Rockefeller,  the  small-group  market  is  "the 
easiest  target  Congress  has;  it"s  a  wonderful,  glorious, 
multicolored,  brilliant,  magnificent  sitting  duck,  and 
it's  all  free." 

Remarkably,  in  contrast  with  virtually  ever\-  other 
piece  of  the  intractable  puzzle  of  healr.^i  care  reform, 
the  broad  principles  of  reform  in  the  small-group  mar- 
ket are  supported  by  nearly  all  the  major  participants. 
Providers  have  always  staked  their  fortunes  on  a  pri- 
vate financing  mechanism,  so  they  have  much  to  gain 
by  endorsing  these  reforms."^"  This  is  particulariy 
true  for  physicians,  given  that  a  large  number  of  ihem 
practice  in  small  businesses  and  given  that  they  are 
considered  by  the  insurance  industry  to  be  in  one 
of  the  "blacklisted,"  high-cost  professions.-'  Small 
businesses  are  obviously  the  principal  beneficiaries, 
and  large  businesses  are  either  neutral  or  supportive 
as  long  as  they  are  not  required  to  pay  a  substantial 
share  of  the  reinsurance  assessments.-^  The  insurance 
industry  —  the  interest  group  most  immediately  dis- 
advantaged —  is  championing  the  reforms  in  order  to 
stabilize  the  market  and  adopt  an  active  stance  in  the 
national  policy  debate.  The  only  sounds  of  discontent 
come  from  those  who  would  prefer  an  entirelv  govern- 
mental system  of  financing  and  who  therefore  oppose 
any  piecemeal  solutions  that  may  slow  the  decay  of 
the  private  insurance  market.  But  even  organized  la- 
bor groups,  traditionally  the  largest  supporters  of  so- 
cialized insurance,  have  signaled  that  they  are  amena- 
ble to  private-sector  compromises.-'* 

The  speed  and  likelihood  of  federal  adoption  of 
small-group  reforms  are  strongly  influenced  by  the 
volatile  political  forces  emanating  from  the  impending 
presidential  election.  Democrats  are  making  funda- 
mental reform  of  health  care  financing  a  central  cam- 
paign issue.  The  Democratic  bills  that  require  private 
employers  to  purchase  insurance  (instead  of  adopting 
a  Canadian-style,  all-government  system)  have  small- 
group  reform  as  an  essential  component. Key 
Democratic  leaders  are  also  sponsoring  more  incre- 
mental proposals  that  pursue  insurance  reform  as  a 
necessary  first  step.'^-^'^" 

The  Democrats'  sweetest  dream  come  true  would 
be  to  pass  one  of  their  comprehensive  reform  packages 
and  force  President  Bush  to  veto  it  during  the  1992 
campaign.  Several  Republicans,  including  the  entire 
leadership  of  the  Senate,  have  attempted  to  preempt 
this  tack  with  bills  that  include  small-group  reform 
along  with  other,  more  incremental  measures. 
Reform  of  the  insurance  market  has  also  received 
glowing  praise  from  Secretary  of  Health  and  Human 
Services  Louis  Sullivan.^ '"'^  and  is  a  major  plank  in 
President  Bush's  recentiv  announced  health  care  plat- 
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form.  Industrv-initiated.  budget-neutral,  incentive- 
based  reforms  precisely  fit  conservative  political  ide- 
olo?>-  and  pragmatic  objectives. 

•Meanwhile,  reform  efforts  are  proceeding  rapidly  at 
the  state  level.  Twenty-two  states  have  passed  one  or 
more  of  the  basic  components  of  small-group  reform. 
.Most  ha\e  enacted  onlv  some  \ersion  of  the  rating 
restrictions,  but  a  handful  (Connecticut.  .Vorth  Caro- 
lina. Oregon,  and  X'ermoni)  have  enacted  guaranteed 
availability  and  pri\ate  reinsurance  as  well,  and  the 
HI.\.-\  has  targeted  an  additional  15  large  states  for 
full  implementation  in  1992."'  The  .National  Gover- 
nors' Association  also  strongly  endorses  state-bv-state 
t-nactment. ''  The  complex  political  forces  at  plav  in 
the  states  are  much  more  difficult  to  encapsulate,  but 
It  IS  possible  to  outline  prototypical  patterns  under 
which  small-?roup  relbrms  have  alreadv  arisen. 

State  politics  are  shaped  bv  two  factors  absent  at  the 
federal  1('\  el.  The  lirst  is  the  presence  of  an  established 
re<;ulator\  agencv.  tieavilv  influenced  b\  anv  .NAIC 
model  leijislation.  particularK  if  the  local  insurance 
commissioner  was  active  in  ihc  association  s  delibera- 
tions. This  explains  the  rapid  adoption  ot  the  N'.AlC's 
ratini,'  and  renewabilit\  model  bill  in  man\  states 
le.i;..  .\rkansas.  Florida.  Iowa.  North  Dakota,  and 
■South  Carolina).  The  second  unique  lactor  is  the  vari- 
able structure  of  the  local  insurance  market,  particu- 
larly the  respective  sizes  of  Blue  Cross  and  domestic 
'locally  headquartered  I  commercial  insurers.  Con- 
necticut, home  to  man\  commercial  insurers,  was  the 
first  to  enact  a  full  set  of  relorms  based  on  the  HI.A.A 
model,  but  domestic  insurers  cannot  always  be  count- 
■•d  un  to  support  the  indusirv  proposals.  In  a  lew  states 
■e.';..  Texas  and  Wisconsin  i.  the  majority  ot  the  com- 
mercial insurers  have  resisted  the  relorms.  The  elfect 
1)1  Blue  Cross  on  small-s^roup  reform  varies  according 
1(1  uhether  the  local  plan  still  eneaees  in  open  enroll- 
incrit  and  i  ommunit\  ratine  to  a  substantial  extent.  If 
^o.  Blue  C^ross  will  tend  to  favor  guaranteed  issue  of 
msiirance  and  strict  rating  retbrms.  to  lorce  its  com- 
petitors to  pla\  bv  the  same  rules. 

Ci\en  the  considerable  legislative  activity  already 
under  way  in  the  states,  and  given  the  traditional 
abstention  of  the  federal  go%ernment  from  insurance 
resulation.  it  is  likelv  that  federal  invoKement  in 
small-ijroup  reform  will  be  limited  to  settine  minimal 
standards  for  the  states  to  enact  and  enforce,  under 
ijuidance  from  the  N.-MC.  This  model  is  already  in 
place  lor  .Medigap  insurance-**  and  is  being  considered 
lor  long-term  care.  ' 

The  Likely  Effects  of  the  Reforms 

There  are  manv  health  policv  objectives  that  these 
reforms  will  not  accomplish.  r\en  for  their  intended 
target  —  uninsured  workers  and  their  families.  First, 
in  the  industry's  own  words,  these  reforms  are  aimed 
at  '".ivailabilit\ ,  not  atlbrdabiliiN  .  "  meaning  that  thev 
are  designed  onK  to  olFcr  insurance  to  an\  willing 
[purchaser  .it  a  price  that  does  not  lar  exceed  the  mar- 
ket .i\<Tage.  not  to  noKi-  the  prniilcm  "1  lOst  ^ontain- 
Mii-iH  Mnin<:ht.  Iv.<-n  :licn.  .is  iuu%  (  ( .ii^tiMn '.(-(i  ilu-se 


reforms  will  not  enhance  availability  to  the  extent  the 
industry  would  like.  Because  the  pricing  limits  in  the 
HIAA  and  NAIC  models  are  adjusted  according  to 
geographic  and  demographic  characteristics,  the  re- 
forms could  still  allow  a  16-fold  difference  in  the  rates 
charged  groups  at  the  extreme  ends  of  the  possible 
combinations  of  allowable  risk  factors.  For  instance, 
for  a  plan  with  an  average  annual  rate  of  SI. 500 
per  enrollee  for  single  coverage,  a  group  of  three 
healthy,  28-year-oId  male  computer-software  engi- 
neers in  .North  Carolina  might  pay  only  SI. 865  a  year, 
whereas  a  group  of  three  sickly,  58-year-old  male  phy- 
sicians in  Boston  might  pay  $30,555.  (This  estimate  is 
based  on  the  following  variables:  .A  350  percent  differ- 
ential is  typical  for  age  and  sex  factors.^  This  would 
result  in  a  rate  adjustment  of  1  at  the  low  end  and  3.5 
at  the  high  end.  The  geographic  factor  is  estimated 
to  account  for  a  50  percent  spread,  although  this  is 
speculative.  HIAA  rating  reforms  allow  a  30  per- 
cent spread  for  occupadon  and  a  70  percent  spread 
for  health  status.  These  three  factors  would  result  in 
rating  adjustments  of  0.85  and  1.15.  0.75  and  1.25. 
and  0.65  and  1 .35  at  the  low  and  high  ends,  respective- 
ly. The  compounded  rating  adjustments  are  thus 
0.414  and  6.79.) 

.Avoiding  these  anomalies  is  a  relatively  simple 
but  controversial  matter  of  moving  closer  to  strict 
community  rating  by  restricting  adjustments  accord- 
ing to  age  and  other  factors.  Even  as  modified,  how- 
ever, these  reform  proposals  may  still  fail  to  increase 
access  to  health  care;  indeed,  as  several  observers 
have  argued,  they  have  the  potential  to  decrease 
the  prevalence  of  private  insurance.*'""  given  the  ex- 
treme price  sensitivity  of  purchasers  in  the  small- 
group  market.**  The  HIAA  provides  some  insight  into 
purchasing  proclivities  through  its  1990  nationwide 
survey  of  3000  employers.'  Firms  without  health 
insurance  have  nearly  three  times  as  manv  employ- 
ees earning  less  than  $10,000  a  year  as  do  firms 
with  insurance  (33  percent  vs.  12  percenti.  Employers 
also  tend  not  to  offer  insurance  for  jobs  with  high  turn- 
over. The  turnover  rate  for  uninsured  firms  is  three 
times  the  rate  for  insured  firms  (39  percent  vs.  13 
percent).  When  these  firms  were  asked  their  reasons 
for  not  purchasing  insurance,  only  30  percent  cited  the 
lack  of  an  acceptable  plan  as  very  important,  whereas 
three  quarters  cited  expense  and  over  half  cited  low 
profits  as  very  important  reasons  for  not  offering  in- 
surance. 

Insurers  respond  to  these  financial  barriers  by  call- 
ing for  tax  incentives  designed  to  encourage  voluntary 
purchase  and  by  offering  to  sell  bare-bones  coverage, 
but  budget  cutters  have  a  strong  aversion  to  new  tax 
subsidies,  and  eliminaung  laws  that  mandate  certain 
benefits  creates  political  havoc  by  incurring  the  svrath 
of  the  consumer  and  provider  groups  that  lobbied  for 
their  enactment.  Even  more  troubling,  recent  evidence 
suggests  that  the  effects  of  lowering  prices  would  have 
to  be  extraordinarily  large  in  order  to  work  well.  The 
Robert  Wood  Johnson  Foundation  has  funded  ap- 
proximately 10  demonstration  projects  on  marketinii 
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health  insurance  to  previouslv  uninsured  small  busi- 
nesses. After  one  to  three  vears.  most  projects  had 
achieved  less  than  10  percent  penetration  of  their  tar- 
get markets,  even  with  prices  of  one  quarter  to  one 
half  market  value.*"  One  third  of  the  businesses  with- 
ouc  insurance  that  were  surveyed  in  Denver  and  one 
fourth  ot  those  in  .Mabama  said  they  would  not  con- 
tribute jn\  amount  (oward  the  cost  of  their  employ- 
ees health  insurance.' 

The  price  sensitivitv  of  uninsured  businesses  is  ag- 
gravated bv  the  inevitable  etfect  of  the  small-group 
relorms  on  average  market  prices.  These  reforms  will 
increase  prices  because  they  make  insurance  most  at- 
tractive to  the  groups  at  highest  risk  by  holding  prices 
below  the  plan's  actuarial  value.  The  e.xcess  is  as- 
sessed against  the  premiums  paid  bv  all  small-group 
purchasers,  which  will  inevitably  drive  an  undeter- 
mined number  of  low-risk  purchasers  out  of  the  mar- 
ket, thus  raising  the  market  average  even  more.  Actu- 
arial simulations  performed  for  the  HI.A.\  and  Blue 
Cross  estimate  an  average  increase  of  5  to  25  percent 
in  per  capita  claims.'" 

In  sum.  the  working  uninsured  are  composed  pri- 
manlv  of  two  groups:  high-risk  people  who  cannot 
alford  insurance  and  low-risk  people  who  cannot  af- 
ford insurance.  Small-group  reforms  will  help  the  for- 
mer and  hinder  the  latter.  It  is  impossible  to  predict 
how  these  counteracting  effects  at  the  margin  will  net 
out  over  time,  but  it  is  quite  possible  that  fewer  em- 
plovers  than  before  will  voluntarily  purchase  insur- 
ance, although  those  who  do  will  tend  to  have  sicker 
and  thus  more  needv  employees.  When  small-group 
reforms  fail  to  reduce  substantially  the  number  of  un- 
insured people,  a  sense  of  frustration  may  set  in  that 
will  lead  to  more  radical  measures.  Flat  community 
ratine;  or  national  health  insurance  is  always  possible. 
But  It  is  more  likelv  that  if  the  worst  effects  of  risk 
selection  are  removed  from  the  private  insurance  mar- 
ket and  broader  access  is  still  not  achieved,  an  employ- 
er mandate  will  become  irresistible.  Whether  it  can  be 
imposed  will  depend  on  whether  cost-control  meas- 
ures can  be  found  to  solve  the  underlying  problem  of 
affordabilitv. 


rempe.  AZ  M2r7  MaRK  A.  HaLL,  J.D. 

I  am  indebied  to  Henry  Greelv,  Stanford  Law  School,  for  helpful 
discussions. 
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STATEMENT  OF  THE  NATIONAL  ASSOCIATION  OF  REHABILITATION  FACILITIES 
REGARDING : 

H.R.  3  626,  HEALTH  INSURANCE  REFORM  AND  COST  CONTROL  ACT  OF  1991; 
H.R.    1565,    HEALTH  EQUITY  AND  ACCESS  REFORM  TODAY  ACT  OF  1991;  AND 

H.  R.    2121,    HEALTH  INSURANCE  REFORM  ACT  OF  1991 

This  statement  is  submitted  on  behalf  of  the  National  Association 
of  Rehabilitation  Facilities  (NARF) .  NARF  is  the  national 
voluntary  association  of  community  based  facilities.  Our  membership 
includes  over  800  medical,  vocational,  and  residential  facilities. 
Our  medical  membership  includes  freestanding  rehabilitation 
hospitals,  rehabilitation  units  in  general  hospitals,  and  compre- 
hensive outpatient  rehabilitation  facilities.  A  majority  of  these 
facilities  are  Medicare  providers.  The  hospitals  and  units  are 
exempt  from  the  Medicare  prospective  payment  system  (PPS) . 

NARF  is  interested  in  and  concerned  about  the  current  health  care 
reform  debate.  Recently,  our  Board  of  Directors  approved  the 
Statement  of  Principles  against  which  to  Measure  Health  Care  Reform 
and  Characteristics  of  a  Reformed  Payment  System  as  they  relate  to 
rehabilitation   (  See  attachment) . 

I .  BACKGROUND 

Rehabilitation  is  an  integral  -  not  peripheral-  part  of  the  current 
health  care  delivery  system.  It  prevents  numerous  complications  as 
well  as  preventing  reinstitutionalization  and  extended  institution- 
alization. Over  80%  of  people  receiving  rehabilitation  services 
return  to  their  homes,   work,   schools,   or  an  active  retirement. 

Rehabilitation  services  are  individualized,  goal-oriented  medical 
services  designed  to  maximize  functional  ability  and  promote 
quality  of  life  and  independence  for  people,  who  through  accident 
or  illness,  have  acquired  a  temporary  or  permanent  disability. 
These  services  are  provided  by  qualified  health  care  professionals 
including  physiatrists ,  occupational  therapists,  physical  thera- 
pists, speech-language  pathologists,  audiologists ,  rehabilitation 
nurses,  respiratory  therapists,  and  others.  Rehabilitation 
services  are  delivered  in  a  variety  of  settings,  depending  on 
diagnostic  and  therapeutic  requirements,  including  hospitals, 
nursing  facilities,  comprehensive  outpatient  rehabilitation 
facilities,   rehabilitation  agencies,  and  clinics. 

Millions  of  people  receive  rehabilitation  services  annually  -- 
people  who  have  had  a  heart  attack  or  stroke,  have  arthritis, 
cancer  or  a  neurological  disorder,  have  had  joint  replacements  or 
have  experienced  a  traumatic  accident  or  debilitating  illness,  as 
well  as  children  with  congenital  or  acquired  physical  impairments. 

Peter  Drucker,  a  well  known  management  consultant,  has  said,  "The 
health  area  in  which  we  have  made  the  greatest  progress  in  recent 
decades  has  been  rehabilitation;  to  restore  badly  injured  people  to 
functioning.    Of  all  health  care  dollars,  they  are  the  best  spent." 

Rehabilitation  is  a  cost  effective  alternative  to  extended  acute 
care.  A  survey  conducted  by  the  Health  Insurance  Association  of 
America  found  a  savings  of  $11  for  every  $1  invested  in  rehabilita- 
tion services  and  a  savings  per  claimant  of  between  $1,500  and 
$250,000.  Similar  results  have  been  shown  in  studies  conducted  by 
several  insurance  and  case  management  companies.  Northwestern 
National  Life  Insurance  Company  finds  that  rehabilitating  workers 
can  save  companies  $30  for  every  $1  spent.  We  believe  premium 
costs,  if  any,  associated  with  coverage  of  medical  rehabilitation 
services  are  modest  when  contrasted  with  potential  savings  due  to 
prevention  of  complications,  institutionalization  and  extended 
institutionalization.  For  example,  according  to  1990  figures  from 
Blue  Cross/Blue  Shield  of  Massachusetts,  the  cost  of  full  coverage 
in  inpatient  and  outpatient  settings  of  occupational,  physical,  and 
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speech  language  pathology  therapies  and  services  amount  to  1.5%  of 
the  average  individual  monthly  insurance  premium  or  $3.70. 

In  light  of  the  above,  we  have  reviewed  H.R.  3  62  6  and  the  other  two 
measures  and  wish  to  offer  some  specific  comments.  Our  comments 
follow: 

I.       H.R.  3626 


A.  Coverage,   Section  2113,   Standard  Benefits  Package 

We  support  the  approach  taken  in  the  standard  benefits  package  as 
defined  in  Section  2113  (b)  .  It  adopts  the  Medicare  benefit  package 
and  adds  services  for  children  and  pregnant  women.  This  parallels 
current  practice  not  only  in  Medicare,  but  also  Medicaid  and  many 
commercial  insurance  plans. 

The  Medicare  definition  of  a  hospital  references  rehabilitation 
hospitals  and  the  therapeutic  services  they  provide.  Medicare  has 
traditionally  covered  inpatient  and  outpatient  rehabilitation 
hospital  services  since  its  inception  in  1965.  See  Sections 
1861(b),  definition  of  inpatient  hospital  services,  and  (e) 
definition  of  hospital,  (s)  definition  of  medical  and  other  health 
services,  (p)  outpatient  physical  therapy  services,  (g)  outpatient 
occupational  therapy  services,  and  (cc)  definition  of  a 
comprehensive  outpatient  rehabilitation  facility. 

Many  Medicaid  programs  also  cover  inpatient  and  outpatient 
rehabilitation  hospital  services.  At  least  75  percent  of  the 
states  cover  outpatient  physical  therapy  and  each  state  offers  at 
least  one  outpatient  rehabilitation  service.  See  Sections 
1902{a)(10)    and  1905 (a) (13) . 

Commercial  insurers  also  recognize  these  services.  The  Health 
Insurance  Association  of  America  has  issued  two  bulletins  regarding 
the  coverage  of  inpatient  hospital  services  by  insurance  carriers. 

Finally,  many  Blue  Cross  and  Blue  Shield  plans  cover  at  least 
inpatient  rehabilitation  hospitals  and  units  and  the  services  they 
provide . 

B.  Definition  of  Small  Employer 

Section  2103(c)(2)  defines  small  employer  as  one  with  1-51 
employees.  We  recommend  that  this  number  not  be  increased,  and 
would  prefer  that  it  be  decreased  to  25  employees. 

C.  Community  Rating 

Section  2112(b)  allows  insurers  to  make  certain  adjustments  for 
premiums  across  small  employers  and  requires  community  rating  based 
on  an  area  no  smaller  than  a  county.  We  support  community  rating 
over  group  rating  to  spread  the  risk  and,  ideally,  to  enhance  the 
access  for  persons  with  disabilities. 

D.  Coinsurance  and  Deductibles 

Sections  2113  (c)  outlines  the  allowable  deductible  and  coinsurance 
payments.  We  simply  caution  that  these  amounts  may  prove  too  high 
for  some  persons  with  disabilities. 

E.  Preexisting  Conditions/Health  Status 

In  Section  2131  we  support  the  provision  on  non-discrimination 
based  on  health  status.  We  support  the  intent  to  limit  exclusions 
for  preexisting  conditions  to  6  months  in  Section  2132.  However, 
we  recommend  that  all  preexisting  conditions  clauses  be  deleted  to 
eliminate  the  possibility  of   lack  of  receipt  of  health  care  for 
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persons  with  disabilities  and  therefore  the  almost  total  bar  to 
coverage  these  provisions  create. 

F.  Title  IV,   Health  Care  Cost  Containment 

Title  IV,  Section  402 (h)  appears  to  require  payment  on  the  basis  of 
Medicare  rates.  We  have  major  concerns  with  the  use  of  the  current 
Medicare  payment  methodology.  Currently  most  rehabilitation 
hospitals  and  units  are  exempt  from  the  Medicare  diagnosis  related 
group  (DRG)  based  prospective  payment  system  (PPS)  under  which  most 
acute  care  hospitals  are  paid.  They  were  excluded  because  the  DRGs 
did  not  include  data  from  rehabilitation  hospitals  and  units  and  do 
not  recognize  diagnoses  with  long  lengths  of  stay. 

We  have  several  concerns  with  the  use  of  the  current  Medicare 
payment  methodology.  First,  the  current  system,  known  as  TEFRA, 
pays  excluded  facilities  on  the  basis  of  cost  subject  to  a  ceiling 
limitation.  Hospitals  are  designated  a  base  year  based  on  the  date 
of  exclusion  from  the  PPS.  At  the  end  of  the  base  year  the 
Medicare  costs  are  divided  by  the  number  of  Medicare  discharges  to 
create  a  cost  per  discharge.  This  amount  is  updated  annually, 
theoretically  to  recognize  the  cost  of  inflation.  The  maximum 
amount  a  hospital  receives  in  subsequent  years  is  the  number  of 
discharges  times  the  cost  per  discharge.  If  the  hospital's  costs 
exceed  this  cost  per  discharge  it  loses  money.  If  its  Medicare 
costs  are  less  it  receives  a  small  incentive  payment.  TEFRA  is 
based  on  the  presumption  that  all  operations  remain  stable.  It 
presumes  that  case  mix,  severity,  utilization,  and  patient  acuity 
remain  stable;  that  the  updates  will  be  adequate  to  account  for 
inflation  and  any  changes;  and  that  management  can  keep  costs 
within  the  targets  if  there  is  any  change.  However,  in  reality, 
this  is  not  true.  The  same  assumptions  on  which  TEFRA  was  based 
are  now  proving  to  be  its  weaknesses.  Case  mix,  severity, 
utilization,  and  acuity  do  change  and  cause  facilities'  costs  to 
increase.  The  net  result  is  that  for  a  facility  to  stay  below  the 
limits  it  must  cut  length  of  stay.  One  way  to  achieve  this  is  to 
take  less  complicated  cases.  Hence,  there  is  an  inherent  bias 
against  admitting  more  complicated  cases  that  could  benefit  from 
rehabilitation . 

Therefore,  we  recommend  that  TEFRA  be  changed  to  address  the 
defects  in  the  system  for  payment  beyond  Medicare  at  this  time. 
Any  such  change  must  also  recognize  all  the  real  costs  of  deliver- 
ing health  care  that  Medicare  and  the  TEFP_A  system  do  not  do.  NARF 
is  investigating  possible  patient  classification  systems  that  may 
lead  to  a  way  to  estimate  resource  utilization  and  recognition  of 
the  full  costs  of  treatment  of  Medicare  patients. 

Second,  Medicare  currently  covers  the  elderly  and  disabled.  If 
expanded  to  all  populations,  any  payment  m.ethodology  would  have  to 
be  amended  considerably  to  recognize  the  medical  needs  and, 
therefore,  costs  of  these  new  populations.  These  include  pediatric 
cases,  those  who  experience  spinal  cord  and  traumatic  brain  injury, 
and  numerous  other  rehabilitation  cases  in  the  younger  age  groups. 

Third,  Medicare  does  not  pay  full  costs  under  its  current  cost 
reimbursement  principles  which  results  in  underpayments  and 
shifting  to  other  entitities. 

G.  Title  V,  Medicare  Prevention  Benefits 

We  commend  your  inclusion  in  the  benefits  package  of  several 
recognized  screens  and  procedures  which,  when  utilized,  help  detect 
disease  early  and  thereby  prevent  death  and  serious  illness. 
Rehabilitation  plays  a  major  role  in  prevention  l  f  certain 
complications  such  as  bed  sores  and  deep  vein  thrombosis  as 
examples . 

We  also  support  projects  to  determine  the  feasibility  of  expanding 
coverage   for  additional   services   such  as   cholesterol  screening. 
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osteoporosis,  and  comprehensive  assessment  of  persons  between  65 
and  75. 


II.  H.R.  1565 

We  are  concerned  that  the  basic  benefits  plan  in  Section  103  does 
not  state  clearly  that  rehabilitation  inpatient  and  outpatient 
hospital  and  other  rehabilitation  services  are  included. 

We  support  attempts  to  limit  exclusion  based  on  preexisting 
conditions  as  stated  above  and  make  the  same  recommendation  here. 

We  are  concerned  that  allowing  large  employers  to  adopt  the  Med 
Access  benefits  plans  may  end  up  eliminating  some  of  the  excellent 
benefit  plans  offered  by  employers,  which  do  cover  rehabilitation 
services  and  persons  with  disabilities. 

We  have  grave  reservations  about  Section  131  and  essentially 
requiring  that  all  plans  be  in  a  cost  controlled  plan  or  a  managed 
care  plan. 

Under  current  managed  care  plans  for  the  non-elderly,  our  members 
find  that  many  HMOs  are  not  providing  full  and  adequate  coverage 
for  inpatient  and  outpatient  rehabilitation  hospital  and  other 
outpatient  rehabilitation  services.  In  some  quarters  this  is  due 
to  a  fear  of  additional  costs.  Even  the  federally  qualified  HMOs 
that  by  federal  regulation  are  to  deliver  60  days  of  rehabilitation 
services  often  do  not.  The  result  is  that  the  patient  is  not 
restored  to  an  independent  life  when  this  may  be  possible.  For  many 
patients,  this  means  transferring  to  Medicaid  and  then  finding 
themselves  dependent  on  services  based  on  the  lottery  of  which 
state  they  live  in.  Also,  we  have  heard  from  our  members  in  over 
9  states  that  Medicare  risk  contracting  HMOs  will  not  inform 
enrollees  about  their  rehabilitation  benefits  and  send  them  to  a 
less  appropriate  level  of  care,  denying  them  a  needed  benefit  that 
in  many  cases,  as  with  the  younger  age  groups,  is  medically 
necessary  and  required  because  of  illness,  injury,  or  their 
condition . 

In  Section  133,  we  also  oppose  prohibiting  laws  that  require 
specialists  to  review  the  work  of  specialists  under  a  utilization 
review  program.  With  respect  to  utilization  review  programs,  we 
recommend  that  reviewers  have  experience  and  training  for  the  area 
they  are  reviewing.  This  means  that  physical  therapists  must 
review  the  work  of  other  physical  therapists  and  physiatrists  or 
other  physicians  with  training  and  experience  in  rehabilitation 
must  review  the  work  of  similarly  qualified  physicians.  All  too 
frequently  this  is  not  the  case  with  disastrous  results,  i.e.,  a 
surgeon  is  not  knowledgeable  about  the  needs  of  an  acute 
rehabilitation  patient. 

III.  H.R.  2121 

In  Section  5000B,  we  support  the  core  benefits  package  which  is  the 
Medicare  benefits  package  and  refer  you  to  the  comments  above  with 
respect  to  H.R.  3  626. 

Our  other  comments  on  preexisting  conditions,  additional  benefits 
are  the  same  as  above  with  respect  to  H.R.  3  626. 

We  support  the  concept  of  reinsurance  as  a  way  to  protect  other 
plans  and  to  assure  that  plans  will  address  the  services  needed  by 
individuals  if  they  have  an  injury  or  illness  which  incurs 
catastrophic  costs.  These  include  burns,  congenital  deformities  in 
newborns,  spinal  cord  injuries  and  traumatic  brain  injuries  as 
examples  only.  Reinsurance  is  employed  frequently  by  commercial 
insurers  for  these  purposes  now. 

We  would  be  pleased  to  discuss  any  of  these  concerns  and 
recommendations  with  you  or  your  staff  as  we,  as  an  association, 
the  nation  and  the  Congress  face  these  major  health  care  issues. 
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PicsiJciu  EiCiUinc  Dircilor 

ACCESS  REHABILITATION:  A  FOCUS  FOR  THE 
HEALTH  CARE  DEBATE 

The  following  are  several  principles  for  a  reformed  health  care 
system  as  reviewed  by  the  NARF  Board  of  Directors.  They  are 
excerpted  from  an  upcoming  publication  "Access  Rehabilitation:  A 
Focus  for  the  Health  Care  Debate." 


I.     GENERAL     PRINCIPLES     AGAINST    WHICH    TO    MEASURE    HEALTH  CARE 
REFORM 


No  existing  payment  mechanisms  meet  rehabilitation's  needs 
exactly.  There  are  a  number  of  principles  against  which  to 
evaluate  health  care  reform  proposals.  These  principles  all  take 
into  account  that  rehabilitation  is,  and  should  continue  to  be, 
an  integral  part  of  the  health  care  system.     They  are: 


A.  Responsive 


The  needs  of  persons  with  disabilities  must  be  taken  into 
consideration.  Providers      of      care      for      persons  with 

disabilities  and  prevention  of  disability  are  an  integral 
part  of  any  heath  care  system  and  must  be  considered  in  a 
system  and  must  be  involved  in  all  discussions  about  system 
reform. 


B.  Access 


Access  to  health  care  should  be  available  for  all  people 
without  regard  to  age,  income,  disability  or  employment 
status . 


C.  Coverage 


Any      benefit      package  must      include      the  appropriate 

rehabilitation  components  throughout  the   continuum  of  care. 

Rehabilitation  is  a  vital  part  of  the  health  care  system  and 
must  continue  to  be  so. 


D.     Quality  Care 


High  quality  care  should  be  provided.  Mechanisms  that  assure 
the  services  meet  appropriate  standards  of  quality  must  be 
included.  These  mechanisms  might  include  measures  of  quality 
of  life,  functional  status,  and  social  integration. 


E.  Compensation 


Rehabilitation  providers  should  be  compensated  in  all 
settings  throughout  the  continuum  at  fair  and  adequate 
levels . 


F.  Cost  Containment 

Any  system  should  contain  the  rapidly  rising  costs  of  health 
care  delivery,  insure  more  appropriate  use  of  health  care 
services,  and  promote  greater  efficiency  in  the  health  care 
delivery  system. 

G.  Other 

A  health  care  system  must  include  the  following  in  a  manner 
that  isolates  them  from  payment  related  to  actual  service 
delivery: 

1.     primary  and  secondary  disability  prevention; 
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2.  health  promotion; 

3.  public  education  and  awareness;  and 

4.  education  and  training  of  rehabilitation  personnel. 


II.   CHARACTERISTICS  OF  A  REPORMED  PAYMENT  SYSTEM 

The  current  system  creates  discomfort  among  all  publics.  Sporadic 
access  to  health  care,  limited  resources,  inconsistent  coverage, 
and  payment  help  highlight  the  need  for  a  reformed  payment 
system. 

The  principles  outlined  above  suggest  a  set  of  characteristics 
which  should  be  coordinated  into  any  payment  system.  They  need 
to  be  used  in  analyzing  all  proposals.  The  major  characteristics 
specific  to  a  payment  system  for  medical  rehabilitation  are; 

A.  Quality  Promotion 

Any  new  system  must  promote  high  quality  care.  Outcomes 
would  be  a  measure  of  effective  quality.  These  measures 
could  be  developed  over  the  next  decade  and  include  specific 
components  of  quality  of  life,  functional  independence,  and 
social  integration.  Incentives  would  be  balanced  by  a 
quality  component  for  the  benefit  of  those  receiving 
services.  There  would  be  no  incentive  to  take  easy  cases 
disproportionately. 

B.  Outcomes  Focus 

Outcomes  would  be  a  measure  of  a  provider's  services  and 
continued  ability  to  participate  in  the  payment  system. 
Outcomes  would  be  on  an  aggregate  versus  individual  basis  in 
order  to  avoid  not  taking  difficult  cases  that  have  potential 
for  important  gains.  Payment  would  not  be  withheld  in 
individual  cases  that  did  not  meet  outcome  targets.  For 
example,  there  is  an  outcome  measure  now  under  Medicare 
requiring  that  every  two  weeks  the  provider  show  the 
patient's  improvement  in  order  to  continue  coverage. 
Measures  of  outcome  would  be  reproducible  for  patients  and 
providers  and  be  able  to  be  reviewed  for  appropriate 
utilization. 

C.  Classification  System 

To  effectively  use  outcomes  in  a  payment  system,  patients 
need  to  be  classified  by  those  that  have  similar  outcomes  and 
resource  use.  Two  of  the  variables  to  use  in  a 
classification  system  are  severity  of  the  medical  condition 
and  status  of  the  functional  compromise.  It  would  include 
incentives  to  take  more  severely  involved  patients. 

D.  Incentives 

Any  reform  system  would  include  incentives  for  efficiency. 
If  facilities  have  incentives  they  can  develop  resources  to 
relate  to  their  mission.  These  would  include  incentives  to 
take  severe  cases. 

E.  Payment 

Any  payment  system  must  include  an  exceptions  and  appeals 
process. 

F.  Periods  of  Coverage 

Payments  should  be  based  on  medical  necessity  of  the  event  as 
apposed  to  being  arbitrarily  restricted  in  amount,  by 
setting,  or  period  of  time  because  of  inadequate  resources. 
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